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DEPARTMENT  OF  THE  TREASURY'S  EFFORTS 
TO  ADDRESS  MONEY  LAUNDERING 


TUESDAY,  SEPTEMBER  20,  1994 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Oversight, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.J.  Pickle  (chairman 
of  the  subcommittee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #22 

WEDNESDAY,  SEPTEMBER  14,  1994       SUBCOMMITTEE  ON  OVERSIGHT 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
113  5  LONGWORTH  HOUSE  OFFICE  BLDG . 
WASHINGTON,  D.C.   20515 
TELEPHONE:    (202)  225-5522 


THE  HONORABLE  J.  J.  PICKLE  (D.,  TEX.),  CHAIRMAN, 

SUBCOMMITTEE  ON  OVERSIGHT, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING  ON  THE  DEPARTMENT  OF  THE  TREASURY'S 

EFFORTS  TO  ADDRESS  MONEY  LAUNDERING 

The  Honorable  J.  J.  Pickle  (D.,  Tex.),  Chairman,  Subcommittee  on 
Oversight,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
announced  today  that  the  Subcommittee  will  hold  a  hearing  to  examine  the 
Department  of  the  Treasury's  (Treasury)  efforts  to  address  money 
laundering.   The  hearing  will  be  held  on  Tuesday,  September  20,  1994, 
beginning  at  9:30  a.m.,  in  the  Committee's  main  hearing  room, 
1100  Longworth  House  Office  Building. 

The  Honorable  Ronald  K.  Noble,  Assistant  Secretary  of  the  Treasury  for 
Enforcement;  the  Honorable  George  Weise,  Commissioner,  U.S.  Customs 
Service  (Customs) ;  and  the  Honorable  Margaret  Milner  Richardson, 
Commissioner,  U.S.  Internal  Revenue  Service  (IRS),  will  appear  as  witnesses 
at  the  hearing. 

The  hearing  will  focus  on:   (1)  Treasury's  overall  anti-money 
laundering  enforcement  efforts  and  the  findings  of  Treasury's  Money 
Laundering  Taste  Force,  (2)  recent  and  planned  reforms  to  deal  with  money 
laundering,  and  (3)  compliance  and  enforcement  problems  involving  non-bank 
financial  institutions.  Forms  8300,  the  physical  transportation  of  cash 
over  U.S.  borders,  and  suspicious  transactions. 

In  announcing  the  hearing.  Subcommittee  Chairman  Pickle  stated:   "The 
Department  of  the  Treasury,  including  IRS  and  Customs,  have  major 
regulatory  and  law  enforcement  responsibilities  in  our  Federal  effort  to 
address  money  laundering  activities.   For  example,  the  tax  laws  require 
trades  or  businesses  to  report  to  IRS  cash  transactions  of  over  $10,000, 
and  the  trade  laws  require  those  entering  the  U.S.  to  report  to  Customs 
cash  amounts  in  their  possession  of  over  $10,000.   These  various  reporting 
requirements  are  critical  to  the  Government's  program  to  stop  illegal 
activities  such  as  drug  dealing  and  tax  evasion. 

"The  Subcommittee  on  Oversight  has  received  periodic  reports  from 
Treasury's  Money  Laundering  Task  Force  on  its  overall  money  laundering 
program;  from  Customs  on  illegal  cash  smuggling  activities,  particularly 
along  the  Southwest  border;  and  from  IRS  on  their  'sting  operations' 
involving  the  unreported  cash  purchases  of  cars,  jewelry,  and  other  large - 
dollar  items,  and  enforcement  activities  involving  casa  de  cambios  and  wire 
transmitters.   I  believe  the  public  should  be  aware  of  these  reports  which 
describe  how  drug  dealers  and  tax  evaders  now  are  moving  their  cash 
throughout  the  system  in  order  to  avoid  detection.   I  expect  that  the 
hearing  will  provide  Members  and  the  public  with  additional  information  on 
the  extent  of  money  laundering  activity,  what  has  been  done  recently  by 
Treasury  to  address  this  problem  area,  and  what  more  needs  to  be  done  by 
the  Federal  Government  in  the  next  few  years." 

DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS; 

Persons  submitting  written  comments  for  the  printed  record  of  the 
hearing  should  submit  six  (6)  copies  by  the  close  of  business,  Thursday, 
October  6,  1994,  to  Janice  Mays,  Chief  Counsel  and  Staff  Director, 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
room  1102  Longworth  House  Office  Building,  Washington,  D.C.   20515. 


FORMATTING   REQUIREMENTS: 

Each  statement  presented  for  pnnting  to  the  Commrttee  by  a  wrtness.  any  written  statement  or  exhibrt  submitted  for  the  pnnted  record  or  any 
wntten  comments  in  response  to  a  request  for  written  comments  must  confom^  to  the  guidelines  Itsted  below  Any  statement  or  exhibrt  not  in 
compliance  with  these  guidelines  will  not  be  pnnted.  but  will  be  maintained  in  the  Committee  files  for  review  and  use  by  the  Committee 

1  All  statements  and  any  accompanying  exhibits  for  pnnting  must  be  typed  in  single  space  on  legal-size  paper  and  may  not  exceed  a  total  of 
10  pages 

2  Copies  of  whote  docurrwnts  submitted  as  exhibit  matenal  will  not  be  accepted  for  pnnting  Instead,  exhibit  matenal  shoutd  be  referenced  and 
quoted  or  paraphrased  All  exhibit  matenal  not  meeting  these  specifications  will  be  maintained  in  the  Committee  files  for  review  and  use  by 
the  Committee 

3  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or,  for  written  comments,  the  name  and  capacity  of  the  person 
submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness  appears  or  for  whom  the  statement  is 
submitted 

4 .  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness  or  the  designated 

representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations  in  the  full  statement     This 
supplemental  sheet  wtit  not  be  included  in  the  pnnted  record 

The  above  restrictions  and  limitations  appfy  only  to  matenal  being  submitted  for  pnnting  Statements  and  exhibits  or  supplementary  material 
submitted  solely  for  dtstnbution  to  the  Memtwrs,  the  press  and  the  public  dunng  the  course  of  a  public  heanng  may  be  submitted  in  other  forms. 


Chairman  PiCKLE.  We  will  ask  the  subcommittee  to  please  come 
to  order.  I  am  mindful  that  our  witnesses  have  a  tight  schedule  for 
today,  and  we  will  start  early  and  try  to  move  as  quickly  as  we  can. 

Good  morning  to  all  of  you.  The  Subcommittee  on  Oversight  has 
conducted  a  number  of  hearings  within  the  past  few  years  to  ad- 
dress various  components  of  Treasury's  money  laundering  program 
and  related  tax  compliance  issues.  The  subcommittee  has  looked  at 
some  of  the  following: 

No.  1,  whether  trades  or  businesses  are  reporting  to  the  Internal 
Revenue  Service  (IRS),  those  transactions  involving  more  than 
$10,000  in  cash;  No.  2,  whether  IRS'  enforcement  program  is  effec- 
tively identifying  noncompliance  that  occurs  at  nonbank  financial 
institutions,  such  as  casinos  or  wire  transmitters;  No.  3,  whether 
civil  penalty  cases  are  being  timely  processed;  No.  4,  whether 
banks  and  businesses  and  others  are  providing  complete,  accurate, 
and  useful  information  on  large  cash  transactions;  and.  No.  5, 
whether  the  IRS  is  fully  utilizing  the  applicable  forms,  such  as  the 
currency  transaction  reports,  the  CTRs,  and  the  forms  8300  to  see 
if  they  properly  identify  nonfilers  and  unreported  income. 

At  times  in  the  past,  the  subcommittee's  hearings  and  investiga- 
tions have  identified  weaknesses  in  Treasury's  money  laundering 
compliance  program.  We  have  continually  monitored  Treasury's 
progress  in  ensuring  that  these  programs  and  weaknesses  do  not 
continue.  I  believe  personally  that  the  work  of  this  subcommittee 
in  this  particular  area  has  been  of  assistance  to  other  House  com- 
mittees and  has  resulted  in  legislation  and  has  been  very  helpful, 
and  it  has  also  been  helpful  to  the  various  responsible  Treasury 
agencies. 

Today  we  will  hear  from  Under  Secretary  Noble  about  the  work 
of  Treasury's  money  laundering  task  force.  We  will  receive  an  up- 
date on  some  of  the  matters  that  were  the  subject  of  previous  over- 
sight subcommittee  hearings  and  we  will  discuss  what  appears  to 
be  the  new  wave  in  money  laundering — the  physical  transportation 
of  cash  out  of  the  country. 

It  seems  like  we  have  gone  full  circle.  In  the  beginning,  the  only 
money  they  smuggled  was  smuggled  on  the  person.  And  then  the 
professionals  got  into  it,  and  are  in  it  big  now,  but  now  we  are  wor- 
ried as  we  close  one  gap  we  come  back  to  another  one,  and  eventu- 
ally they  are  adopting  the  old  form  of  carrying  money  back  on  the 
person. 

I  am  pleased,  though,  that  the  witnesses  were  available  today  for 
this  hearing,  and  for  this  review.  I  am  hopeful  that  this  hearing 
will  provide  the  Members,  and  the  public,  with  an  understanding 
of  what  needs  to  be  done  in  the  near  future,  what  is  being  done 
and  what  else  can  we  do  to  correct  this  flow  of  money,  because  it 
is  still  one  of  the  big  problems  in  the  country. 

Now  the  Chair  yields  to  Mr.  Houghton  for  any  statements  he 
wishes. 

Mr.  Houghton.  Thank  you,  very  much,  Mr.  Chairman.  I  am  de- 
lighted to  be  here.  Thank  you,  everyone,  for  being  here  to  help  us 
evaluate  this  issue. 

As  you  know,  money  laundering  starts  with  dirty  money  and 
tries  to  make  it  clean.  The  Treasury  Department  has  convened  its 
own  task  force.  It  is  going  to  report  its  progress.  The  Customs  Serv- 


ice  is  going  to  do  the  same  thing  on  its  efforts  and  finally  the  IRS 
will  tell  us  about  its  programs.  I  am  delighted  to  be  here. 

Thank  you,  Mr.  Chairman. 

Chairman  Pickle.  Our  first  witness,  then — Mr.  Hancock. 

Mr.  Hancock.  No,  thank  you,  Mr.  Chairman. 

Chairman  PiCKLE.  Our  first  witness  is  Hon.  Ronald  Noble,  Under 
Secretary  for  Enforcement,  and  he  is  accompanied  by  Stanley  Mor- 
ris, Director,  Financial  Crimes  Enforcement  Network. 

Mr.  Noble,  we  are  glad  to  have  you  with  us  today  and  you  may 
proceed. 

Are  you  going  to  give  us  your  statement  you  have  before  us? 

Mr.  Noble.  Yes,  I  will  ask  that  you  incorporate  the  written 
statement  in  full  and  I  will  make  brief  oral  remarks. 

Chairman  PiCKLE.  That  will  be  fine  and  you  may  proceed.  If  you 
depart  from  your  script,  tell  us  where  you  are  so  we  can  follow 
along  with  you  as  best  we  can  in  your  procedure. 

STATEMENT  OF  HON.  RONALD  K.  NOBLE,  UNDER  SECRETARY 
FOR  ENFORCEMENT,  U.S.  DEPARTMENT  OF  TREASURY,  AC- 
COMPANIED BY  STANLEY  E.  MORRIS,  DIRECTOR,  FINANCIAL 
CRIMES  ENFORCEMENT  NETWORK 

Mr.  Noble.  Thank  you.  Mr.  Chairman  and  members  of  the  sub- 
committee, I  am  very  pleased  to  have  the  opportunity  this  morning 
to  outline  the  direction  of  the  Treasury's  fight  against  money  laun- 
dering. I  am  especially  happy  to  continue  the  dialog  that  Chairman 
Pickle  and  I  began  at  the  San  Antonio  field  hearings  on  money 
laundering  in  July  1993. 

I  have  submitted  a  full  statement,  as  I  said,  for  the  hearing 
record.  As  has  been  indicated,  sitting  alongside  me  is  Stan  Morris, 
the  Director  of  the  Financial  Crimes  Enforcement  Network,  and  be- 
hind me  is  IRS  Commissioner  Margaret  Richardson,  and  Customs 
Commissioner  Greorge  Weise. 

In  my  testimony  I  want  to  describe  briefly  Treasury's  assessment 
of  the  money  laundering  problem,  the  organizational  and  policy 
changes  Treasury  is  making,  and  where  we  expect  those  changes 
to  lead. 

The  thrust  of  the  steps  we  are  taking  is  easy  to  summarize. 
Treasury  must  lead  the  effort  against  money  laundering,  by  put- 
ting in  place  a  concerted  policy  aimed  at  prevention,  detection,  and 
enforcement. 

First,  prevention.  By  using  Treasury's  regulatory  authority  in 
partnership  with  the  financial  sector  we  seek  to  make  illicit  funds 
more  difficult  to  move  into  U.S.  financial  institutions  or  across  the 
border. 

Second,  detection.  That  is,  sophisticated  use  of  artificial  intel- 
ligence, the  financial  database,  reports  by  financial  institutions, 
and  historical  case  intelligence  to  recognize  money  laundering  ac- 
tivity, and  to  inform  enforcement  agencies  and,  where  appropriate, 
the  financial  industry  of  what  has  been  found. 

Third  swift  and  effective  enforcement  of  the  law.  Treasury  agen- 
cies must  continue  to  pave  the  way  by  developing  aggressive  and 
imaginative  enforcement  programs  against  those  who  seek  to  laun- 
der funds.  But  no  one  agency  or  group  of  agencies  can  deal  with 
money  laundering  by  themselves.  Over  100  Federal  offenses  may 


serve  as  the  basis  for  a  money  laundering  charge.  These  offenses 
cut  across  the  entire  range  of  Federal  law  enforcement  agencies.  If 
we  want  to  make  real  progress,  Treasury  must  use  its  information 
resources  to  empower  other  Federal  agencies,  and  State,  local,  and, 
in  particular  cases,  foreign  officials  to  move  against  the  problem. 
In  short,  we  must  be  as  flexible  and  inventive  as  the  money 
launderers. 

Money  laundering  is  fundamentally  simple.  It  involves  disguising 
assets  so  they  can  be  used  without  detection  of  the  illegal  activity 
that  produced  them.  There  is  a  close  connection  between  this  activ- 
ity and  tax  evasion.  Left  unchecked,  money  laundering  will  erode 
our  voluntary  tax  system  and  the  integrity  of  our  financial  institu- 
tions. Although  we  tend  naturally  to  focus  on  cash,  money  launder- 
ing is  not  just  about  placement  of  currency.  It  can  extend  to  any 
actions  that  help  the  proceeds  of  crime — in  whatever  form — move 
through  the  financial  system. 

The  profits  of  crime  that  are  bled  into  the  financial  system  each 
year  are  staggering  and  detrimental  by  any  calculation.  Debates 
about  the  amount  spent  annually  on  narcotics  are  continuing.  One 
hears  figures  of  $30,  $55,  or  $100  billion,  or  more.  Many  believe 
that  it  is  simply  not  possible  to  pinpoint  the  amount.  And  it  is  clear 
that  money  laundering  extends  far  beyond  hiding  narcotics  profits. 
The  totals  increase  rapidly  when  one  considers,  for  example,  trade 
fraud  and  tax  evasion  subject  to  the  money  laundering  statutes,  as 
well  as  terrorism  and  arms  smuggling.  Bank,  medical,  and  insur- 
ance fraud — which  can  also  entail  significant  laundering  of  funds — 
add  many  additional  billions  of  dollars  to  the  annual  estimates. 

Money  launderers  are  responsive  to  what  we  do.  As  the  chairman 
has  indicated  banks,  through  the  combined  efforts  of  Treasury 
agencies,  Federal  and  State  banking  regulators,  and  the  industry 
itself,  have  undergone  a  revolution  in  attitudes  and  compliance 
since  the  early  1980s.  Banking  regulators  and  the  banking  commu- 
nity have  responded  in  many  positive  ways  to  the  challenges  posed 
by  money  laundering,  making  it  far  more  difficult  to  pass  large 
amounts  of  cash  directly  into  the  Nation's  banks  and  far  easier  to 
identify  and  isolate  those  institutions  and  officials  that  are  still 
willing  to  help  or  turn  a  blind  eye  toward  money  launderers. 

In  response,  the  money  launderers  have  increasingly  turned  to 
"trade  routes"  to  move  their  funds.  The  routes  include  increased 
use  of  many  varieties  of  nonbank  financial  institutions — currency 
exchange  houses,  money  transmitters,  check  cashers,  and  so  called 
"giro"  houses  and  "remittance  corporations" — which  combine  sev- 
eral money  movement  services  in  one  location.  They  include  smug- 
gling, an  old-fashioned  activity  to  which  technology  has  provided 
sophisticated  tools,  as  well  as  Dulk  purchases  of  retail  goods  for  re- 
sale and  use  of  false  invoicing  of  legitimate  shipments  to  provide 
a  reason  for  money  transfers. 

So  the  problems  we  confront  today,  ironically,  are  the  fruits  of 
our  successes  over  the  past  10  years.  The  challenge  now  is  to  frame 
the  policies  for  the  next  10  years. 

Last  fall,  I  established  tne  Money  Laundering  Task  Force,  com- 
posed of  representatives  of  all  Treasury  enforcement  bureaus  and 
offices  with  money  laundering  responsibilities,  to  begin  a  long-term 
review  of  Treasury's  approach  to  money  laundering.  I  wanted  to 


know  if  we  could  really  make  a  difference,  given  a  phenomenon  like 
money  laundering.  I  think  we  can,  if  we  mobilize  all  the  resources 
available,  both  in  the  public  and  private  sectors,  and  at  all  levels 
of  government. 

That  is  what  we  have  set  out  to  do.  And  as  I  indicated,  we  have 
set  up  a  strategy  in  which  prevention,  detection,  and  enforcement 
are  coordinated  to  reinforce  one  another.  We  are  hoping  to  build 
better  nets  so  that  fewer  fish  can  get  through  by  harnessing  the 
ability  of  financial  institutions  themselves — with  cost-efficient  and 
meaningful  rules,  linked  with  increasingly  sophisticated  use  of  in- 
formation— to  detect  money  laundering,  and  to  continue  develop- 
ment of  creative  enforcement  programs. 

No  one  should  doubt  the  size  of  the  tasks  we  have  set  before  us. 
There  are  more  than  250,000  financial  institutions  of  all  shapes 
and  sizes  subject  to  the  Bank  Secrecy  Act's  rules,  and  examination 
authority  for  compliance  with  those  rules  is  delegated  by  Treasury 
to  Federal  banking  agencies,  the  Postal  Service,  the  Internal  Reve- 
nue Service,  and  the  Securities  and  Exchange  Commission. 

I  should  also  mention  the  Nation's  nonfinancial  trades  and  busi- 
nesses, which  are  required  to  report  large  cash  transactions  on 
form  8300  under  the  Internal  Revenue  Code.  Chairman  Pickle  has 
long  recognized  the  problem  such  cash  transactions  pose  for  income 
tax  compliance  and  for  attempts  to  fight  money  laundering.  The  in- 
formation on  form  8300  is  invaluable  for  nontax  enforcement  pur- 
poses in  light  of  the  trends  in  money  laundering. 

We  are  grateful  for  the  chairman's  continuing  efforts  to  obtain  a 
legislative  change  that  would  reinstate  Treasury's  ability  to  use  the 
information  for  nontax  criminal  investigations  and  permit  the  dis- 
semination and  analysis  of  form  8300  cash  transaction  reports 
along  the  lines  permitted  for  reports  filed  under  the  Bank  Secrecy 
Act;  we  continue  to  hope  that  that  crucial  change  can  be  made 
soon. 

Although  we  think  the  three-pronged  strategy  will  ultimately 
make  for  better  enforcement,  I  don't  want  to  imply  that  no  signifi- 
cant progress  has  been  made.  Our  enforcement  efforts  are  paying 
off.  We  have  forced  the  money  launderers  into  alternative,  often 
complex,  and  more  costly  transactions.  The  "charge"  for  money 
laundering  has  increased  as  a  consequence  of  the  increased  risk  of 
apprehension,  and  our  intelligence  indicates  that  money  launderers 
are  having  to  change  their  methods  constantly  in  response  to  regu- 
latory and  enforcement  measures. 

Finally,  mainstream,  legitimate  U.S.  financial  institutions  have 
been  sensitized  to  the  problem  of  money  laundering.  The  increased 
integrity  of  our  financial  system  may  be  an  intangible  measure  of 
our  success,  but  it  is  an  important  one  nonetheless. 

Mr.  Chairman,  we  know  that  your  subcommittee  had  been  par- 
ticularly concerned  with  our  civil  penalty  process.  Here  is  another 
area  where  we  have  made  significant  progress.  Since  your  1992 
hearing,  Treasury  has  assessed  over  40  civil  money  penalties 
against  banks,  nonbank  financial  institutions,  casinos  and  individ- 
uals for  a  total  of  almost  $8  million.  There  are  also  several  other 
cases  which  are  settled  in  principle  or  in  active  negotiation. 
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The  three-pronged  strategy  I  have  described  calls  for  a  combina- 
tion of  Treasury  resources  in  new  ways.  To  implement  the  strategy, 
I  have  revised  the  structure  of  Treasury's  own  efforts. 

I  have  started  with  FinCEN,  the  Financial  Crimes  Enforcement 
Network.  In  May,  I  asked  Stan  Morris  who  had  served  for  18 
months  as  my  chief  of  staff,  and  had  previously  served  as  Director 
of  the  U.S.  Marshals  Service,  and  as  a  deputy  director  of  the  Office 
of  National  Drug  Control  Policy,  to  become  FinCEN's  director. 
FinCEN's  director  has  been  given  full  responsibility  for  administra- 
tion of  the  Bank  Secrecy  Act,  so  that  information  and  policy  can  af- 
fect one  another  in  more  productive  ways.  As  part  of  the  change, 
the  Office  of  Financial  Enforcement  is  being  consolidated  with 
FinCEN.  I  have  also  directed  FinCEN  to  continue  the  work  of  the 
task  force  by  implementing  regulatory  initiatives  and  to  assist  in 
coordinating  the  efforts  of  all  of  Treasury's  antimoney  laundering 
components  to  develop  effective  strategies  to  combat  financial 
crime. 

Interagency  coordination  continues  to  improve.  Major  task  force 
efforts  are  under  way  all  along  the  southwest  border  and  in  New 
York  and  south  Florida.  The  profile  of  Project  El  Dorado  in  The 
New  Yorker  several  weeks  ago  testified  both  to  the  work  our  agents 
are  doing  and  to  the  public  perception  that  our  counter-money 
laundering  efforts  can  make  a  real  difference. 

As  I  have  already  noted,  antimoney  laundering  campaign  cannot 
be  exclusive  province  of  Federal  law  enforcement.  We  need  to  use 
our  expertise  to  assist  State  and  local  officials  who  are  much  closer 
to  many  of  the  institutions  through  which  money  launderers  seek 
increasingly  to  move  funds. 

Project  Gateway,  announced  at  the  San  Antonio  hearing  last 
year,  is  a  good  example.  Gateway  seeks  to  get  our  information  re- 
sources directly  to  State  and  local  investigators  by  giving  each 
State  on-line  access  to  the  BSA  information  at  the  IRS'  Detroit 
Computing  Center.  The  experience  of  Texas  has  borne  out  our 
hopes  for  the  program. 

Texas  investigators  found  useful  information  in  almost  60 
percent  of  more  than  5,700  queries  Texas  conducted  during  the  6- 
month  Gateway  test  period.  For  example,  in  September  1993,  in- 
vestigators used  their  access  to  the  data  base  to  identify  potentially 
suspicious  activity.  One  business  with  unusual  activity  had  identi- 
fied itself  as  an  accounting  office.  In  fact,  it  was  a  Houston  giro 
house  that  subsequently  was  convicted  of  illegally  transmitting 
money  to  Panama.  Other  targets,  casas  de  cambio  as  well  as  giro 
houses,  have  also  been  identified.  Texas  tells  us  that  the  biggest 
limitation  now  facing  its  officials  is  a  shortage  of  investigators  and 
computer  resources  to  analyze  and  use  the  tremendous  volume  of 
valuable  data  available  through  Gateway. 

The  Gateway  pilot  project  with  Texas  has  been  so  successful  that 
we  are  expanding  this  project  to  all  50  States.  Currently,  we  have 
signed  Memoranda  of  Understanding  with  23  States,  and  are  tak- 
ing the  technical  steps  necessary  to  bring  those  States  on  line  with- 
in the  next  2  months. 

In  fact,  Mr.  Chairman,  Christine  Reis,  a  senior  analyst  in  the  Fi- 
nancial Crimes  Division  of  Texas'  Attorney  General's  office,  is  on 
a  30-day  detail  to  FinCEN  to  help  implement  and  improve  Gate- 


way.  Chris  is  the  person  who  operated  the  Gateway  system  in  Aus- 
tin during  the  Gateway  pilot  project,  and  she  will  continue  to  do 
so.  George  Albreck,  the  special  agent  in  charge  of  the  financial  sec- 
tion in  the  Pennsylvania  Attorney  General's  narcotics  unit,  is  also 
on  a  30-day  detail  to  FinCEN.  Chris  and  George  are  with  us  this 
morning  and  I  would  like  to  ask  both  of  them  to  stand. 

Chairman  PiCKLE.  Thank  you. 

Mr.  Noble.  Finally,  I  want  to  say  a  word  about  Treasury's  inter- 
national efforts.  We  are  committed  to  an  international  approach  to 
dealing  with  financial  crime.  That  commitment  is  not  only  a  matter 
of  policy  but  of  necessity.  We  know  that  money  laundering  will 
move  to  countries  with  the  weakest  antimoney  laundering  pro- 
grams. So  we  are  working  with  individual  countries  and  inter- 
national organizations — especially  the  G-7  Financial  Action  Task 
Force — to  do  what  we  can  to  help  countries  around  the  world  build 
strong  domestic  programs  as  effective  as  ours  and  assure  that 
those  countries  will  cooperate  in  international  investigations,  pros- 
ecutions, and  forfeiture  actions.  Such  cooperation  has  increased 
dramatically  in  the  last  5  years. 

We  have  begun  in  an  encouraging  way  to  work  on  joint  matters 
with  the  Mexican  Government,  a  step  that  can  have  immediate 
benefits  in  our  domestic  enforcement  efforts,  especially  along  the 
southwest  border.  We  have  worked  cooperatively  with  a  number  of 
governments  in  major  cases,  such  as  Operation  Primero,  as  Com- 
missioner Weise  will  describe. 

I  hope  that  my  remarks  have  provided  an  outline  of  Treasury's 
strategic  objectives.  I  believe  that  we  have  laid  a  strong  foundation 
for  a  Treasury-wide  strategy,  and  that  we  are  making  progress. 
But  we  clearly  need  to  do  more,  as  I  have  explained,  and  we  are 
hard  at  work.  I  intend  to  reevaluate  our  progress  and  strategy  con- 
stantly to  ensure  that  our  methods  are  adjusted  to  reflect  the  ever- 
changing  nature  of  money  laundering. 

I  cannot  end  without  noting  personally  my  appreciation  and  that 
of  Secretary  Bentsen,  for  the  role  Chairman  Pickle  has  played  in 
the  evolution  of  the  policies  I  have  described  today.  For  many 
years,  the  chairman  has  proved  that  constructive — even,  at  times, 
pointed — criticism  is  the  truest  measure  of  spirited  interest  in  and 
support  for  Treasury's  programs.  Much  of  our  progress  in  the  BSA 
penalty  area  and  form  8300  enforcement  can  be  attributed  to  the 
frequent,  albeit  not  always  gentle,  prodding  of  the  chairman.  We 
also  are  grateful  for  his  efforts  toward  securing  the  authority  of  the 
IRS  Criminal  Investigation  Division  to  apply  recovered  funds  to  on- 
going enforcement  efforts.  We  will  miss  his  wisdom,  insights,  and 
humor.  He  has  set  a  high  standard  for  those  who  succeed  him,  and 
we  thank  him. 

Chairman  PiCKLE.  Well,  Mr.  Noble,  I  thank  you  very  much  for 
your  last  comments,  but  the  chairman  here  and  the  members  of 
this  committee — it  is  good  of  you  to  make  that  observation,  of 
course  we  appreciate  it,  but  now  back  to  the  ranch. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  THE  HONORABLE  RONALD  K.  NOBLE 

UNDER  SECRETARY  FOR  ENFORCEMENT 

U.S.  DEPARTMENT  OF  THE  TREASURY 

BEFORE  THE  SUBCOMMITTEE  ON  OVERSIGHT 

OF  THE  COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

SEPTEMBER  20,  1994 


Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  very 
pleased  to  have  the  opportunity  this  morning  to  testify  about  the 
direction  of  Treasury's  fight  against  money  laundering.   I  am 
especially  happy  to  continue  the  dialogue  that  Chairman  Pickle 
and  I  began  at  the  San  Antonio  field  hearings  on  money  laundering 
in  July  1993 . 

Sitting  alongside  me  is  Stan  Morris,  the  Director  of 
the  Financial  Crimes  Enforcement  Network  ("FinCEN").   You  will 
also  hear  testimony  today  from  Commissioner  Richardson  of  the 
Internal  Revenue  Service,  and  Commissioner  Weise  of  the  Customs 
Service . 

During  my  statement,  I  want  to  focus  on  Treasury's 
assessment  of  the  money  laundering  problem,  the  organizational 
and  policy  changes  Treasury  is  making,  and  where  we  expect  those 
changes  to  lead.   Secretary  Bentsen  has  made  money  laundering  and 
financial  crime  a  top  Treasury  enforcement  priority,  and  I 
believe  we  are  moving  into  place  a  series  of  positive  measures 
that  will  result  in  significant  progress  against  the  problem. 
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Although  the  problem  of  money  laundering  is  a  very 
complex  one,  the  thrust  of  the  steps  we  are  taking  is  easy  to 
summarize:   Treasury  must  lead  the  effort  against  money 
laundering,  by  putting  in  place  a  concerted  policy  aimed  at 
prevention,  detection,  and  enforcement. 

First,  prevention,  by  using  Treasury's  regulatory 
authority,  in  partnership  with  the  financial  sector,  to  make 
illicit  funds  more  difficult  to  move  into  U.S.  financial 
institutions  or  across  the  border. 

Second,  detection,  that  is,  sophisticated  use  of 
artificial  intelligence,  the  financial  database,  reports  by 
financial  institutions,  and  historical  case  intelligence  to 
recognize  money  laundering  activity,  and  to  inform  enforcement 
agencies  and,  where  appropriate,  the  financial  system,  of  what 
has  been  found. 

Third,  swift  and  effective  enforcement  of  the  law; 
Treasury  agencies  must  continue  to  pave  the  way  by  developing 
aggressive  and  imaginative  enforcement  programs  against  those  who 
seek  to  launder  funds.   But  no  one  agency  or  group  of  agencies 
can  deal  with  money  laundering  alone.   Over  100  separate  federal 
offenses  are  included  in  the  definition  of  a  "predicate  act"  that 
will  support  a  money  laundering  charge.   These  offenses  cut 
across  the  entire  range  of  federal  law  enforcement  agencies. 
Accordingly,  if  we  want  to  make  real  progress.  Treasury  must  also 
use  its  information  resources  to  empower  other  federal  agencies, 
and  state,  local,  and,  in  particular  cases,  foreign  officials  to 
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move  against  the  problem.   In  short,  we  must  be  as  flexible  and 
inventive  as  the  money  launderers. 

We've  based  our  strategy  on  our  sense  of  the  evolution 
of  the  money  laundering  threat.   I'd  like  to  discuss  our 
assessment  of  the  threat  before  giving  you  a  fuller  explanation 
of  the  three-pronged  strategy  I've  just  outlined. 

An  Assessment  of  the  Threat.   When  I  survey  money 
laundering,  I  am  reminded  of  the  saying  that  "the  more  things 
change,  the  more  they  remain  the  same." 

Money  laundering  is  fundamentally  simple.   It  involves 
disguising  assets  so  they  can  be  used  without  detection  of  the 
illegal  activity  that  produced  them.   There  is  a  close  connection 
between  this  activity  and  tax  evasion.   Left  unchecked,  money 
laundering  will  erode  our  voluntary  tax  system  and  the  integrity 
of  our  financial  institutions.   Although  we  tend  naturally  to 
focus  on  cash,  money  laundering  is  not  just  about  placement  of 
currency.   It  can  extend  to  any  actions  that  help  the  proceeds  of 
crime  --  in  whatever  form  --  move  through  the  financial  system. 

The  profits  of  crime  that  are  bled  into  the  financial 
system  each  year  are  staggering  and  detrimental  by  any  calcu- 
lation.  Debates  about  the  amount  spent  annually  on  narcotics  are 
continuing.   One  hears  figures  of  $30  billion,  $55  billion,  and 
$100  billion  or  more.   Many  believe  that  it  is  simply  not 
possible  to  pinpoint  the  amount.   And  it  is  clear  that  money 
laundering  extends  far  beyond  hiding  narcotics  profits.   The 
totals  increase  rapidly  when  one  considers,  for  example,  trade 
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fraud  and  tax  evasion  subject  to  the  money  laundering  statutes, 
as  well  as  terrorism  and  arms  smuggling.   Bank,  medical,  and 
insurance  fraud  —  which  can  also  entail  significant  laundering 
of  funds  —  add  many  additional  billions  to  the  annual  estimates. 

Money  laundering,  like  the  crimes  whose  profits  it 
hides,  can  take  as  many  forms  as  the  financial  sector  offers  for 
legitimate  activity.   The  tools  of  the  money  launderer  range  all 
the  way  from  complex  financial  transactions  carried  out  through 
webs  of  wire  transfers  to  and  from  networks  of  shell  companies, 
to  old-fashioned,  if  increasingly  inventive,  smuggling. 

Money  launderers  are  responsive  to  what  we  do,  and  the 
problems  we  confront  today,  ironically,  are  the  fruits  of  our 
successes  over  the  past  10  years. 

Banks,  through  the  combined  efforts  of  Treasury 
agencies,  federal  and  state  banking  regulators,  and  the  industry 
itself,  have  undergone  a  revolution  in  attitudes  and  compliance 
since  the  early  1980s.   Banking  regulators  and  the  banking 
community  have  responded  in  many  positive  ways  to  the  challenges 
posed  by  money  laundering,  making  it  far  more  difficult  to  pass 
large  amounts  of  cash  directly  into  the  nation's  banks  and  far 
easier  to  identify  and  isolate  those  institutions  and  officials 
that  are  still  willing  to  help  or  turn  a  blind  eye  toward  money 
launderers. 

In  response,  the  money  launderers  have  increasingly 
turned  to  other  "trade  routes"  to  move  their  funds. 
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First,  non-bank  financial  institutions.   As  opportu- 
nities for  easy  or  low-risk  placement  of  funds  directly  into  the 
banking  system  have  dried  up,  launderers  have  come  to  move 
illicit  funds  through  non-bank  institutions,  a  range  of  large  to 
small  less-traditional  financial  intermediaries  that  includes 
currency  exchange  houses,  called  "casas  de  cambio"  along  the 
border,  money  transmitters,  check  cashers,  and  so-called  "giro 
houses"  and  "remittance"  corporations. 

Currently,  non-bank  financial  institutions  are  subject 
to  fewer  regulatory  requirements  and  examinations,  making  them 
potentially  more  vulnerable  to  money  laundering. 

But  this  is  not  a  homogeneous  industry.   There  are  many 
established  nationwide  companies  that  service  legitimate  finan- 
cial needs  of  individuals  and  small  businesses  and  have  adopted 
far-reaching  compliance  programs.   However,  a  certain  percentage 
of  these  businesses  exists  precisely  to  meet  the  demand  for  money 
laundering  services. 

Second,  smuggling.   The  art  of  smuggling  is  ancient  -- 
probably  like  money  laundering  itself  —  but  the  techniques 
Treasury  has  encountered  recently  can  only  be  described  as  state 
of  the  art.   As  Commissioner  Weise  can  tell  you,  funds  have  been 
found  hidden  on  persons,  in  cereal  boxes,  and  in  what  appear  from 
the  outside  to  be  bowling  balls,  specially  manufactured  with 
hollowed  interiors  precisely  to  smuggle  cash  in  bulk  out  of  the 
country. 
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Third,  trade  techniques,  more  commonly  associated  with 
tariff  or  tax  evasion,  are  used  increasingly  by  money  launderers, 
especially  those  moving  money  to  and  from  South  America.   The 
techniques  involve,  for  example,  false  invoicing  to  overstate  the 
value  of  goods.   Such  manipulation  is  now  used  to  hide  transfers 
of  drug  money  out  of  and,  for  reinvestment,  into  the  U.S. 

Fourth,  use  of  retail  goods.   Money  launderers  are  also 
moving  funds  out  of  the  country  by  purchasing  large  blocks  of 
consumer  goods  that  can  then  be  resold  in  other  countries,  again 
in  order  to  generate  funds  with  a  superficially  legitimate  origin 
for  reinvestment. 

Finally,  cross-border  reinvestment.   We  have  to 
remember  that  many  money  launderers  ultimately  want  to  place 
their  laundered  funds  back  in  the  United  States  economy,  either 
to  finance  further  criminal  activities  or  to  invest  in  legitimate 
business.   An  area  of  growing  importance  is  understanding  the 
manner  in  which  instruments  from  other  countries  --  such  as  bank 
drafts  --  are  used  to  recycle  dollars  smuggled  or  wired  out  of 
the  United  States.   When  those  dollars  are  recycled  back,  they 
won't  come  in  bags  full  of  cash  that  a  well-trained  teller  could 
identify,  but,  perhaps,  as  multiple  foreign  bank  drafts,  an 
investment  by  a  shell  corporation,  or  a  Certificate  of  Deposit 
used  as  collateral  for  a  loan. 

Some  of  the  results  of  these  trends  can  be  easily  seen 
along  the  Southwest  border.   Cooperation  of  Texas  banks  with 
authorities  has  improved  significantly,  and  the  traffickers  have 
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switched  to  non-bank  institutions,  especially  casas  de  cambio, 
front  companies,  check  cashers,  and  "giro  house"  money 
transmitter  or  remittance  activities.   The  volume  of  cash 
apparently  passing  through  casas  de  cambio  in  Texas  remains  far 
in  excess  of  the  apparent  needs  of  legitimate  commerce.   Finally, 
cross-border  smuggling,  based  on  alliances  between  U.S.  and 
Mexican  criminal  organizations,  is  clearly  on  the  rise. 

The  same  general  trends  can  be  found  in  other  areas. 
New  York,  for  example.   A  small  seemingly  innocuous  check  cashing 
operation  on  an  upper  Manhattan  or  Queens  street  can  in  reality 
be  assisting  each  day  in  the  laundering  of  tens  of  thousands  of 
dollars.   Cargo  shipments  passing  through  Kennedy  Airport 
undoubtedly  contain  more  smuggled  currency  than  can  be 
effectively  detected. 

Treasury's  Response.   Last  fall  I  established  the  Money 
Laundering  Task  Force,  comprised  of  representatives  of  all 
Treasury  enforcement  bureaus  and  offices,  to  begin  a  long-term 
review  of  Treasury's  approach  to  money  laundering.   I  wanted  to 
know  if  we  could  really  make  a  difference,  given  a  phenomenon 
like  money  laundering.   I  think  we  can,  if  we  mobilize  all  the 
resources  available,  both  in  the  public  and  private  sectors,  and 
at  all  levels  of  government. 

That's  what  we've  set  out  to  do.   And  as  I  indicated, 
we've  set  up  a  strategy  in  which  prevention,  detection,  and 
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enforcement  are  coordinated  to  re-enforce  one  another.   We're 
hoping  to  build  better  nets  so  that  fewer  fish  get  through. 

Prevention.   Recent  legislation  has  given  us  tools 
we've  never  had  before.   These  include,  importantly,  power 
directly  to  prescribe  money  laundering  policies  and  procedures  at 
all  financial  institutions,  bank  and  non-bank;  power  to  order 
reporting  of  suspicious  transactions  of  all  kinds;  power  to  track 
and  now  to  register  non-bank  financial  institutions. 

I  want  to  use  these  new  tools  wisely  and  cost- 
effectively,  and  to  fine  tune  the  ones  we've  had  for  some  time. 
Let  me  explain  in  more  detail. 

Prevention  means  working  with  the  legitimate  businesses 
that  see  potential  money  launderers  first,  up  close,  that  is, 
with  the  banks,  money  order  sellers,  check  cashers,  and  other 
agencies  through  whom  criminals  seek  to  move  ill-gotten  funds. 
These  businesses  are  our  partners  in  prevention. 

At  the  same  time,  we  have  to  recognize  that  compliance 
by  financial  institutions  is  not  cost-free,  and  we  want  to  assure 
that  the  manner  in  which  they're  working  with  us  —  to  keep 
records,  track  transactions,  report  suspicious  transactions  --  is 
efficient  and  effective.   So  we've  reached  out  to  the  industry. 

The  BSA  Advisory  Group,  created  in  response  to  the  1992 
legislation,  plays  a  crucial  role.   We  have  assembled  thirty 
experts  from  private  industry  and  government  so  that  the  Group 
can  be  a  "think  tank"  to  come  up  with  the  best  ways  to  exercise 
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our  respective  responsibilities  and  capabilities  in  the  fight 
against  money  laundering. 

We're  also  trying  to  make  compliance  more  efficient. 
We've  redesigned  the  CTR  form  and  withdrawn  or  streamlined 
certain  regulatory  requirements.   These  steps  don't  mean  that 
we're  trying  to  reduce  the  level  of  protection  against  money 
laundering  in  the  financial  sector.   On  the  contrary,  we're 
trying  to  identify  unnecessary  burdens  so  that  the  banks  and 
other  institutions  can  devote  resources  where  they  will  do  the 
most  good. 

Detection.   Detection  is  the  "universal  joint"  between 
prevention  and  enforcement.   The  work  of  detection  seeks  first  to 
evaluate  how  the  system  is  working,  whether  institutions  are 
following  the  rules,  and  what  the  government  is  learning  from  the 
information  it  receives.   It  emphasizes  passing  information  to 
the  enforcement  agencies  and  takes  from  them  information 
indicating  that  changes  in  the  prevention  structure  are  needed. 

It  is  here  that  information  technology  can  play  the 
biggest  role,  within  government  and  the  financial  industry. 
FinCEN's  artificial  intelligence  program  is  one  effort  to  broaden 
our  detection  capabilities  by  surveying  each  CTR  and  CMIR  as  it 
is  filed  against  a  set  of  rules  designed  to  indicate  potentially 
illegal  activity;  we're  still  evaluating  the  results  of  the  first 
year  of  the  program's  operation,  but  initial  returns  show  that 
the  AI  branch  at  FinCEN  has  sent  out  102  case  reports,  of  which 
at  least  75  per  cent  are  being  used  in  active  investigations. 
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Customs 's  experience  in  behavior  analysis  and  profiling 
techniques,  along  with  the  agency's  use  of  data  bases,  is  another 
example  of  our  harnessing  of  technology. 

We  also  have  to  be  prepared  to  help  affirmatively.   As 
I  indicated,  in  many  cases  incoming  laundered  funds  will  not 
appear  as  cash;  and  sophisticated  information  processing 
techniques  may  be  the  only  means  of  identifying  suspect 
transactions  within  a  financial  institution's  funds'  transfer 
records.   But  timely  identification  can  happen  only  if  we: 

(1)  provide  better  guidance  about  what  can  or  should 
appear  suspicious, 

(2)  create  a  single  reporting  mechanism  involving 
reporting  to  a  single  agency,  and 

(3)  provide  better  feedback  after  the  fact. 

We  plan  to  use  our  authorities  to  initiate  a  high 
degree  of  federal  oversight  over  the  manner  in  which  non-bank 
financial  institutions  adopt  the  same  sorts  of  prevention  and 
reporting  mechanisms  as  banks. 

No  one  should  doubt  the  size  of  the  tasks  we've  set 
before  us.   As  the  attached  chart  indicates,  there  are  more  than 
250,000  financial  institutions  of  all  shapes  and  sizes  subject  to 
the  Bank  Secrecy  Act's  rules,  and  examination  for  compliance  with 
those  rules  is  delegated  by  Treasury  to  federal  and  state  banking 
agencies,  the  Postal  Service,  the  Internal  Revenue  Service,  and 
the  Securities  and  Exchange  Commission. 
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I  should  also  mention  the  nation's  non-financial  trades 
and  businesses,  which  are  required  to  report  large  cash 
transactions  on  Form  8  3  00  under  the  Internal  Revenue  Code. 
Chairman  Pickle  has  long  recognized  the  problem  such  cash 
transactions  pose,  not  only  for  income  tax  compliance  but  for 
counter-money  laundering  programs.   The  Rayful  Edmonds  and 
Rosenthal  prosecutions  illustrate  the  problem  plainly.   The 
information  on  Form  8300  is  invaluable  for  non-tax  enforcement 
purposes  in  light  of  the  trends  in  money  laundering.   We  are 
grateful  for  the  Chairman's  continuing  efforts  to  obtain  a 
legislative  change  that  would  reinstate  Treasury's  ability  to  use 
the  information  for  non-tax  criminal  investigations  and  permit 
the  dissemination  and  analysis  of  Form  8300  cash  transaction 
reports  along  the  lines  permitted  for  reports  filed  under  the 
Bank  Secrecy  Act;  we  continue  to  hope  that  this  crucial  change 
can  be  made  soon. 

Enforcement.   Finally,  enforcement.   We  have  attempted 
to  deploy  our  enforcement  resources  wisely.   But  those  resources 
are  not  unlimited,  and  we  have  to  use  available  information  to 
act  where  we  can  have  the  most  impact.   The  Customs  Service  has 
increased  the  scope  of  its  efforts  to  stop  outbound  smuggling, 
but  it  can't  be  everywhere  along  our  thousands  of  miles  of 
border.   Nor  could  the  IRS,  Customs,  or  the  Secret  Service 
identify  and  investigate  all  of  the  complex  transactions  which 
may  involve  potentially  illicit  funds.   As  Commissioner  Weise 
will  testify,  better  targeting  is  critical. 
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I  think  our  enforcement  efforts  have  begun  to  pay  off. 
Our  success  cannot  be  measured  only  by  the  numbers  of  cases 
prosecuted  and  assets  seized.   We  have  forced  the  money  laun- 
derers  into  alternative,  often  complex,  and  more  costly  trans- 
actions.  The  "charge"  for  money  laundering  has  increased  to  take 
account  of  the  increased  risk  of  apprehension,  and  our  intelli- 
gence indicates  that  money  launderers  are  having  to  change  their 
methods  constantly  in  response  to  regulatory  and  enforcement 
measures.   Finally,  we  believe  that  mainstream,  legitimate  U.S. 
financial  institutions  have  been  sensitized  to  the  problem  of 
money  laundering.   The  increased  integrity  of  our  financial 
system  may  be  an  intangible  measure  of  our  success,  but  it  is  an 
important  one  nonetheless. 

Mr.  Chairman,  we  know  that  your  Subcommittee  had  been 
particularly  concerned  with  our  civil  penalty  process.   Here  is 
an  area  where  we  have  made  significant  progress.   Since  your  1992 
hearing,  Treasury  has  assessed  over  40  civil  money  penalties 
against  banks,  non  bank  financial  institutions,  casinos,  and 
individuals  for  a  total  of  almost  8  million  dollars.   There  are 
also  several  other  cases  which  are  settled  in  principle  or  in 
active  negotiation. 

We  also  expect  the  changes  I  have  described  in  our 
prevention  and  detection  strategies  to  show  significant  gains  in 
our  enforcement  success.   Our  initial  emphasis  on  prevention  and 
detection  reflects  our  feeling  that  is  the  best  way,  in  the  long 
term,  to  help  enforcement. 
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The  Money  Laundering  Task  Force's  efforts  have  gone  a 
long  way  toward  defining  how  Treasury  can  best  engage  the 
assistance  of  the  financial  industry.   The  Task  Force  also 
identified  a  number  of  steps  that  need  to  be  taken  to  improve  our 
overall  efforts.   I  have  directed  FinCEN  to  continue  the  work  of 
the  Task  Force  by  implementing  regulatory  initiatives  and  to 
assist  in  coordinating  the  efforts  of  all  of  Treasury's  anti- 
money  laundering  components  to  develop  effective  strategies  to 
combat  financial  crime. 

Organizational  Changes.   I  have  also  moved  to  revise 
the  structure  of  Treasury's  own  efforts. 

I've  started  with  FinCEN.   When  it  was  created  four 
years  ago,  FinCEN  was  focused  solely  on  detection.   Its  work  has 
been  very  encouraging,  but  I  wasn't  satisfied  that  its  scope  was 
sufficiently  broad  for  the  strategy  we  had  in  mind. 

In  May,  I  asked  Stan  Morris,  who  had  served  for  18 
months  as  my  chief  of  staff  and  had  previously  served  as  Director 
of  the  Marshals  Service  and  as  a  Deputy  Director  of  the  Office  of 
National  Drug  Control  Policy,  to  become  FinCEN 's  Director.   It 
wasn't  easy  for  me  to  give  up  Stan's  full-time  counsel,  but  I 
wanted  him  to  be  in  charge  of  a  major  initiative. 

FinCEN's  Director  has  been  given  full  responsibility 
for  administration  of  the  Bank  Secrecy  Act.   The  change  has  been 
made  to  permit  information  and  policy  to  be  merged  and  to  affect 
one  another  in  more  productive  ways.   As  part  of  the  change,  the 
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Office  of  Financial  Enforcement  is  being  consolidated  with 
FinCEN. 

At  the  same  time,  of  course,  organizational  changes 
have  taken  place  at  IRS  and  are  under  review  at  Customs. 
Interagency  coordination  continues  to  improve.   Major  task  force 
efforts  are  under  way  all  along  the  Southwest  Border  and  in  New 
York  and  South  Florida.   The  profile  of  Project  El  Dorado  in  The 
New  Yorker  several  weeks  ago  testifies  both  to  the  work  our 
agents  are  doing  and  to  the  public  perception  that  our  counter- 
money  laundering  efforts  can  make  a  real  difference. 

There  is  no  reason  that  money  laundering  should  be 
exclusively  a  province  of  federal  law  enforcement.   We  need  to 
use  our  expertise  to  assist  state  and  local  officials  who  are 
much  closer  to  many  institutions  through  which  money  launderers 
seek  increasingly  to  move  funds. 

Project  Gateway,  announced  at  the  San  Antonio  hearing 
last  year,  is  a  good  example.  Gateway  seeks  to  get  our 
information  resources  directly  to  state  and  local  investigators 
by  giving  each  state  on-line  access  to  the  BSA  information  at  the 
Detroit  Computing  Center.   The  experience  of  Texas  has  borne  out 
our  hopes  for  the  Program. 

Texas  investigators  found  useful  information  in  almost 
60  per  cent  of  more  than  5,700  queries  Texas  conducted  during  the 
six  month  Gateway  test  period.   For  example,  in  September  1993 
investigators  used  their  access  to  the  data  base  to  identify 
potentially  suspicious  activity.   One  business  with  unusual 
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activity  had  identified  itself  as  an  accounting  office.   In  fact, 
it  was  a  Houston  giro  house  that  subsequently  was  convicted  of 
illegally  transmitting  money  to  Panama.   Other  targets,  casas  de 
cambio  as  well  as  giro  houses,  have  also  been  identified.   Texas 
tells  us  that  the  biggest  limitation  now  facing  its  officials  is 
a  shortage  of  investigators  and  computer  resources  to  analyze  and 
use  the  tremendous  volume  of  valuable  data  available  through 
Gateway. 

The  Gateway  pilot  program  with  Texas  has  been  so 
successful  that  we  intend  to  expand  this  project  to  all  50 
states.   Currently,  we  have  signed  MOUs  with  23  states  and  are 
taking  steps  to  bring  those  states  on-line  within  the  next  two 
months. 

In  fact,  Mr.  Chairman,  Christine  Reis,  a  senior  analyst 
in  the  Financial  Crimes  Division  of  Texas'  Attorney  General's 
Office,  is  on  a  30-day  detail  to  FinCEN  to  help  implement  and 
improve  Gateway.   Chris  is  the  person  who  operated  the  Gateway 
system  in  Austin  during  the  Gateway  Pilot,  and  she'll  continue  to 
do  so.   George  Albreck,  the  Special  Agent  in  Charge  of  the 
Financial  Section  in  the  Pennsylvania  Attorney  General's 
narcotics  unit,  is  also  on  a  30-day  detail  to  FinCEN.   Chris  and 
George  are  in  the  audience  this  morning,  and  I'd  like  to  ask  them 
to  stand. 

Finally,  I  want  to  say  a  word  about  Treasury's 
international  efforts.   We  are  committed  to  an  international 
approach  to  dealing  with  financial  crime.   That  commitment  is  not 
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only  a  matter  of  policy  but  of  necessity,  because  we  live  in  a 
world  that  is  constantly  shrinking,  and  organized  criminal 
activity  does  not  respect  national  borders.   We  know  that  money 
laundering  activity  gravitates  to  countries  with  the  weakest 
anti-money  laundering  programs.   So  we  are  working  with 
individual  countries  and  international  organizations  — 
especially  the  Group  of  7's  Financial  Action  Task  Force  --  to  do 
what  we  can  to  help  countries  around  the  world  build  strong 
domestic  programs  as  effective  as  ours  and  assure  that  those 
countries  will  cooperate  in  international  investigations, 
prosecutions,  and  forfeiture  actions.   Such  cooperation  has 
increased  dramatically  in  the  last  five  years. 

We  have  begun  in  an  encouraging  way  to  work  on  joint 
matters  with  the  Mexican  government,  a  step  that  can  have 
immediate  benefits  in  our  domestic  enforcement  efforts, 
especially  along  the  Southwest  Border.   We  have  worked 
cooperatively  with  a  number  of  governments  in  major  cases,  such 
as  Operation  Primero,  as  Commissioner  Weise  will  describe. 

I  hope  that  my  remarks  have  provided  an  outline  of 
Treasury's  strategic  objectives.   I  believe  that  we  have  laid  a 
strong  foundation  for  a  Treasury-wide  strategy,  and  that  we  are 
making  progress.   But  we  clearly  need  to  do  more,  as  I've 
explained,  and  so  we're  hard  at  work.   I  intend  to  re-evaluate 
our  progress  and  strategy  constantly  to  ensure  that  our  methods 
are  adjusted  to  reflect  the  ever-changing  nature  of  money 
laundering. 
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I  cannot  end  without  noting  personally  my  appreciation, 
and  that  of  Secretary  Bentsen,  for  the  role  Chairman  Pickle  has 
played  in  the  evolution  of  the  policies  I  have  described  today. 
For  many  years,  the  Chairman  has  proved  that  constructive  — 
even,  at  times,  pointed  —  criticism  is  the  truest  measure  of 
spirited  interest  in  and  support  for  Treasury's  programs.   Much 
of  our  progress  in  the  BSA  penalty  area  and  Form  8  3  00  enforcement 
can  be  attributed  to  the  frequent,  albeit  not  always  gentle, 
prodding  of  the  Chairman.   We  also  are  grateful  for  his  efforts 
toward  securing  the  authority  of  the  IRS  Criminal  Investigation 
Division  to  apply  recovered  funds  to  ongoing  enforcement  efforts. 
We  will  miss  his  wisdom,  insights,  and  humor.   He  has  set  a  high 
standard  for  those  who  succeed  him. 
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Mr.  Noble.  Thank  you.  I  knew  it  would  not  last  long,  Mr.  Chair- 
man. 

Chairman  Pickle.  We  want  to  look  into  this  program  further. 

Let  me  say  at  the  outset  I  am  encouraged  by  your  report.  And, 
I  am  impressed  with  the  activity  of  your  task  force.  I  believe  if  we 
can  get  other  segments  of  the  government  cooperating,  as  you  said, 
we  can  make  some  inroads. 

I  am  not  naive  to  believe  that  we  are  in  the  process  of  erasing 
money  laundering.  As  long  as  it  is  based,  a  lot  of  it,  on  narcotics 
and  drugs,  it  is  going  to  be  a  big  problem.  But  even  as  insidious 
as  that  is,  too  many  of  our  own  businesses  are  participating  in  one 
way  or  another  in  this  practice,  and  we  have  to  stop  that  mindset 
that  is  going  on  within  our  own  businesses  and  individuals. 

I  am  going  to  ask  Mr.  Houghton,  I  am  going  to  yield  to  him  for 
the  first  line  of  questioning,  and  then  we  will  come  back  to  you  for 
some  specific  questions.  But  I  appreciate  your  testimony  very 
much. 

Mr.  Houghton. 

Mr.  Houghton.  Yes,  thank  you,  Mr.  Chairman.  I  also  thank  you 
very  much  for  your  comments,  Mr.  Noble.  I  agree  with  you,  this  is 
a  sad  time,  because  this  is  one  of  the  last  few  meetings  we  are 
going  to  have  with  the  chairman,  who  has  been  such  a  tremendous 
public  servant  and  a  wonderful  friend. 

I  don't  know  whether  it  is  possible  or  appropriate  to  have  a  hand 
for  this  man,  but  I  am  going  to  ask  you  to  give  him  a  hand. 

Chairman  Pickle.  I  am  prepared  to  ask  some  tough  questions 
here  and  not  to  be  recognized  for  the  work  of  this  committee.  You 
are  very  kind,  all  of  you,  to  mention  this,  and  you,  particularly,  Mr. 
Houghton,  but  we  have  a  lot  of  work  to  be  done  in  this  hearing  and 
we  must  proceed. 

Now,  go  ahead.  You  are  off  to  a  good  start. 

Mr.  Houghton.  Now,  let  me  ask  just  one  question  here.  You 
know  we  are  chasing  the  rabbit  all  the  time,  and  I  know  one  of  the 
three  parts  of  the  tripod  is  the  prevention  process.  Do  you  really 
think  that  you  are  making  or  that  we  are  making,  any  impact  on 
the  prevention  part? 

Mr.  Noble.  I  do  believe  we  are  making  an  impact  on  the  preven- 
tion part,  and  I  am  cognizant  of  your  overall  point  that  although 
we  are  making  an  impact  it  does  not  mean  the  problem  will  be 
completely  cured  or  eliminated.  But  I  think  it  is  worth  noting,  to 
the  extent  we  have  gotten  the  private  sector,  the  banks,  nonbank 
financial  institutions  and  others  to  participate  in  the  Bank  Secrecy 
Act  and  Advisory  Group,  we  have  gotten  them  to  focus  on  a  "know- 
your-customer"  concept.  We  know  ultimately  many  of  those  money 
laundering  need  to  reach  a  teller,  a  bank,  or  a  nonbank  financial 
institution  where  they  will  deposit  their  funds.  And  to  the  extent 
these  people  are  trained  to  look  for  a  suspicious  transaction  or  sus- 
picious activity  and  to  the  extent  they  report  this  activity  and  we 
have  the  resources  to  investigate  it,  it  will  deter  people  engaging 
in  that  kind  of  money  laundering  activity. 

Once  you  move  them  away  from  the  easy  ways  to  launder  noney, 
you  increase  the  risks  they  will  get  caught.  The  more  complicated 
the  money  laundering  needs  to  be,  the  greater  the  chance  they  will 
slip  up  or  that  an  informant  will  turn.  So  I  think  we  are  making 
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an  impact,  but  as  you  and  the  chairman  have  indicated,  it  is  some- 
thing that  we  can  never  say  that  we  have  resolved  or  addressed 
completely,  because  as  soon  as  we  move  to  close  out  one  direction, 
another  direction  is  opened  or  exposed  by  the  money  launderers. 

Mr.  Houghton.  Well,  I  might  have  some  other  questions,  but 
that  is  enough  for  me. 

Chairman  PiCKLE.  Mr.  Jefferson. 

Mr.  Jefferson.  Thank  you,  Mr.  Chairman. 

Mr.  Noble,  I  regret  that  I  did  not  hear  your  testimony  as  much 
as  I  came  in  after  you  concluded  or  as  you  were  concluding,  and 
I  don't  know  how  well  you  answered  the  questions  that  I  may  ask 
you  now;  you  may  have  already  covered  it  so  I  hope  you  have  not 
but  if  you  have  you  can  let  me  know. 

With  respect  to  the  new  community  development  banking  bill, 
there  are  some  provisions  in  there,  are  there  not,  regarding  money 
laundering?  How  well  does  that  bill  address  the  issues  that  have 
been  discussed  in  your  testimony  today  and  that  are  the  subject  of 
this  oversight  hearing? 

Mr.  Noble.  Well,  in  the  new  legislation,  which  the  Treasury  De- 
partment is  required  to  implement,  what  we  are  most  encouraged 
about  is  the  recognition  on  the  part  of  Congress  and  the  recognition 
on  the  part  of  law  enforcement  that  currently  in  the  area  of  cur- 
rency transaction  reports — for  example,  last  year  approximately  11 
million  of  these  forms  were  filed,  indicating  transactions,  cash 
transactions  in  excess  of  $10,000. 

Now,  there  is  no  way  one  can  expect  the  Federal  law  enforcement 
community  to  investigate  or  comb  through  10  or  11  million  reports. 
One  of  the  things  we  have  been  required  to  do,  and  one  of  the 
things  we  are  in  the  process  of  doing  is  trying  to  get  the  number 
of  currency  transaction  reports  down  to  a  manageable  number  and 
actually  analyzing  those  forms  that  have  been  filed. 

So  I  would  say  that  the  recognition  that  we  have  to  be  smarter 
and  more  focused  in  our  investigation  of  cash  transactions  is  some- 
thing that  is  a  good  thing  that  has  come  out  of  legislation  from 
Congress. 

I  would  also  say  another  thing  that  we  believe  is  very  helpful  to 
us  and  that  is  something  that  this  Chairman  has  supported  for 
some  time,  that  has  not  been  passed  yet  but  that  we  would  like  to 
get  passed  and  we  need,  is  in  the  area  of  churning.  We  know  the 
chairman  has  worked  quite  hard,  and  one  of  the  best  ways  we  be- 
lieve to  investigate  money  laundering  cases  is  through  undercover 
operations,  many  of  whicn  are  done  by  the  IRS  Criminal  Investiga- 
tion Division. 

One  of  the  problems  with  that  is  as  they  use  money,  that  money 
is  not  able  to  be  reinvested  into  ongoing  operations.  So  for  some 
time  the  chairman  and  this  committee  recognized  the  importance 
of  that  work.  So  I  would  say  that  although  we  have  good  hopes  and 
high  expectations  of  being  able  to  make  currency  transaction  re- 
ports more  manageable  under  existing  legislation,  we  would  ask 
this  committee  to  do  all  it  can  to  ensure  that  with  regard  to  addi- 
tional legislation  the  IRS  be  able  to  obtain  authority  to  apply 
seized  funds  to  offset  the  cost  of  investigations. 

Mr.  Jefferson.  Each  year  we  hear  banks  and  businesses  com- 
plaining about  submitting  large  cash  transaction  forms  to  Treas- 
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ury,  usually  in  a  lot  of  cases  on  the  same  person  or  the  same  indi- 
vidual, the  same  companies,  and  they  complain  that  there  is  no  fol- 
lowup  and  they  keep  sending  in  forms.  Is  that  the  case  and,  if  it 
is,  is  it  a  staffing  problem  or  some  organization  problem  or  just 
why  does  it  occur  that  way? 

Mr.  Noble.  I  think  it  is  a  combination  of  factors,  some  avoidable, 
some  unavoidable.  One  reality  is  when  a  reference  or  referral  is 
made,  it  is  not  common  for  a  law  enforcement  authority  to  give  pri- 
vate citizens  status  reports  of  investigations. 

A  lot  of  investigations  are  long-term  investigations.  A  lot  of  in- 
vestigations are  undercover  investigations.  So,  it  is  sort  of  the  na- 
ture of  the  animal  that  we  would  not,  in  the  ordinary  course  of 
business,  give  private  citizens  day-to-day  reports  of  our  investiga- 
tions. 

One  thing  we  can  do  is  give  people  more  general  reports.  In  the 
Bank  Secrecy  Act  Advisory  Group,  we  have  representatives  from 
banking  institutions  and  nonbank  financial  institutions  and  that  is 
one  of  the  comments  they  make.  They  say  "we  complete  these 
forms,  we  check  the  suspicious  transaction  box,  we  do  these  things 
but  we  never  hear  from  you."  So  to  the  extent  we  can  give  more 
general  feedback,  we  believe  that  is  important  as  well. 

Mr.  Jefferson.  I  will  ask  this  and  I  will  just- 

Mr.  Noble.  If  I  can  add  one  additional  point,  and  this  goes  to 
my  answer  to  the  first  question.  One  of  the  things  that  the  banks 
have  complained  about  is  the  requirement  to  file  these  forms  for 
businesses  that  they  know  are  legitimate  institutions.  I'm  referring 
to  the  sort  of  customer  the  banks  know  is  a  legitimate  customer, 
such  as  a  retail  store  that  makes  large  cash  deposit  on  a  routine 
basis.  Yet,  each  time  the  banks  are  required  to  generate  this  form 
for  customers  whom  they  believe  are  legitimate  law  abiding  cus- 
tomers. 

One  of  the  things  newly  passed  antimoney  laundering  legislation 
will  do  is  require  Treasury  to  reduce  the  number  of  CTR  reports 
that  are  filed  by  30  percent.  We  do  not  want  to  reduce  them  if  we 
are  going  to  open  it  up  to  money  launderers  to  continue  to  launder 
money.  However,  there  are  certain  institutions — like  an  agency  of 
the  Federal  Government,  if  it  has  an  account  at  the  bank,  it  is  re- 
quired to  file  forms.  We  can  exempt  the  Federal  Government,  for 
example,  or  a  law  enforcement  agency,  or  a  customer  with  whom 
the  bank  has  a  regular  business  relationship. 

So  what  we  are  going  to  try  to  do  is  categories  of  businesses  that 
will  be  exempt  from  filing  a  CTR.  And  if  lor  some  reason  it  turns 
out  that  we  have  exempted  a  category  or  we  have  exempted  a  par- 
ticular business  that  turns  out  to  be  engaged  in  money  laundering, 
we  can  change  that.  So  we  are  going  to  try  to  work  with  the  banks 
through  this  exemption  process  to  make  the  reporting  obligation 
smarter. 

Mr.  Jefferson.  Talking  about  changes  in  exemptions,  you  may 
know  about  the  complaint  that  a  lot  of  criminal  defense  lawyers 
have  about  reporting  the  transactions  in  the  offices,  the  whole  self- 
incrimination  question.  Not  self-incrimination  so  much  as  incrimi- 
nating the  client,  I  suppose.  There  is  a  bill  floating  around  to  ad- 
dress that  in  some  way.  Do  you  have  any  feeling  or  comment  about 
whether  that  is  a  good  idea  to  change  the  law  in  that  regard? 
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Mr.  Noble.  Well,  I  wall  speak  without  authority  now,  but  I  will 
give  you  my  reaction.  In  a  previous  life,  I  supervised  the  section 
that  handled  the  reports  for  attorneys,  and  I  take  a  strong  position 
that  lawyers  should  be  required  to  report  cash  transactions  with 
their  clients.  They  can  do  it  in  a  way  to  protect  the  client's  identity 
but  they  should  still  give  the  information  and  have  the  information 
subject  to  auditing  by  IRS  and  other  law  enforcement  components 
if  and  when  the  need  arises. 

If  you  do  not  do  that,  it  becomes  a  way  for  a  criminal  who  says, 
for  example,  I  think  the  government  will  seize  $1,  $2,  or  $3  million, 
so  I  will  give  the  attorney  $3  million  for  his  or  her  fee  and  the  at- 
torney is  not  going  to  give  over  my  identity.  So  the  attorney  now 
has  $3  million,  which,  in  my  view,  ought  to  be  subject  to  forfeiture. 
If  the  client  knows  that  that  information  is  reported,  then  that  cli- 
ent will  think  twice  before  tempting  the  lawyer  or  using  the  lawyer 
as  a  vehicle  for  laundering  money. 

Mr.  Jefferson.  The  issue  turns  not  so  much  on  reporting  but  on 
reporting  the  client's  name.  Is  that  what  you  were  speaking  to 
then?  The  reporting  issue  does  not  seem  to  be  the  sticking  point 
but  it  is  reporting  the  name  that  in  itself  might  be 

Mr.  Noble.  I  am  not  up  to  speed  on  the  Supreme  Court  law  re- 
cently, but  I  thought  the  client's  identity  in  the  ordinary  course  of 
business  is  not  a  confidential  communication.  There  are  cir- 
cumstances where  a  client's  identity  might  be  the  last  link  in  a 
chain  exposing  the  client  to  criminal  prosecution.  But  separate  and 
apart  from  that,  I  don't  think  the  client's  identity  is  subject  to  con- 
fidential protection. 

Mr.  Jefferson.  Mr.  Chairman,  I  will  pass  on  for  a  moment. 
There  are  lots  of  questions  but  I  will  just  pass  on  now. 

Chairman  Pickle.  I  want  to  come  back  to  the  question  you  are 
now  discussing,  but  we  will  recognize  Mr.  Hancock  now.  But  I  am 
confused  about  what  you  are  stating  and  I  want  to  have  a  better 
clarification  of  the  question. 

Mr.  Noble.  Yes,  sir. 

Chairman  PiCKLE.  Mr.  Hancock. 

Mr.  Hancock.  Thank  you,  Mr.  Chairman.  My  colleagues  here, 
and  everybody  maybe  in  this  room,  must  know  the  definition  of  a — 
how  did  you  pronounce  it,  a  giro  house? 

Mr.  Noble.  I  do  not  know  if  I  am  pronouncing  it  correctly,  but 
it  is  G^I-R-0. 

Mr.  Hancock.  Well,  I  see  that.  But  how  would  I  know  one  if  I 
saw  one?  I  want  a  definition  of  exactly  what  that  means. 

Mr.  Noble.  You  will  know  it  when  you  see  it. 

OK,  certainly.  It  is  along  the  border,  the  southwest  border.  There 
are  a  lot  of  low  income  individuals  who  do  not  have  bank  accounts. 
So  they  go  to  these  currency  exchange  houses  where  they  will  con- 
vert dollars  to  pesos  or  pesos  to  dollars. 

So  they  are  institutions  that  are  more  commonly  spread  through- 
out the  southwest  border  than  they  are  throughout  most  of  Amer- 
ica. But  you  will  also  find  comparable  businesses  in  communities 
with  dense  ethnic  populations.  You  will  find  them  in  New  York 
City,  for  example.  But  they  are  essentially  currency  exchange 
houses  and  money  transmitters. 
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Mr.  Hancock.  In  other  words,  possibly  a  check  cashing  operation 
next  to  a  plant  or  something  like  that? 

Mr.  Noble.  Yes,  check  cashing  operations,  transmitters,  they  can 
wire  money  from  the  United  States  to  Mexico  or  from  Mexico  to  the 
United  States  and  so  forth. 

Mr.  Hancock.  Well,  frankly,  I  had  never  heard  the  term.  I  want- 
ed to  know  exactly  what  we  were  dealing  with  here.  Thank  you. 

Regarding  these  suspicious  transactions  reports,  how  many  of 
those  forms  are  filed  each  year? 

Mr.  Noble.  I  believe  last  year  there  were  approximately  60,000 
suspicious  transaction  boxes  checked.  So  approximately  60,000. 
And  I  think  from  1990  to  1994  I  would  say  somewhere  between 
40,000  and  60,000,  on  average. 

Mr.  Hancock.  Now,  these  are  the  ones  where  they  have  reason 
to  be  suspicious;  is  that  correct? 

Mr.  Noble.  Precisely,  sir. 

Mr.  Hancock.  Are  these  all  reported  to  the  same  location?  Are 
they  mailed — do  they  go  into  a  central  location? 

Mr.  Noble.  Yes.  They  go  to  the  Detroit  Computing  Center,  which 
is  where  all  the  CTR's  are  aggregated  and  inputted.  Once  a  week 
the  IRS  then  sends  them  to  district  offices  and  where  they  are 
source  of  origin,  the  district  offices  where  the  transaction  occurred. 
We  understand  that  then  the  IRS  agents  in  that  district  office  will 
cull  through  them  and  make  the  determinations  and  try  to 
prioritize  which  suspicious  transaction  reports  are  worthy  of  fur- 
ther investigation  or  scrutiny. 

Mr.  Hancock.  These  do  go  into  a  database? 

Mr.  Noble.  They  do,  sir. 

Mr.  Hancock.  Where — for  instance,  if  you  pull  out  a  name,  can 
you  find  this  one  location  gave  you  50  reports  or  100? 

Mr.  Noble.  That  is  correct,  sir. 

Mr.  Hancock.  I  understand  that  we  have  a  problem  with  incor- 
rect data  on  some  locations.  I  don't  know  exactly  how  you  go  about 
doing  this  or  checking  it,  but  say  you  receive  incorrect  Social  Secu- 
rity numbers.  Is  there  a  way  you  could  determine  if  there  is  some 
particular  company  consistently  giving  you  incorrect  information? 

Mr.  Noble.  Yes.  Yes,  sir.  Two  points.  One  is  you  can  determine 
whether  or  not  a  particular  institution  gave  you  incorrect  informa- 
tion if  you  are  focusing  on  a  particular  institution;  and,  two,  you 
can  determine  whether  or  not — I  am  sorry.  By  institution,  do  you 
mean  bank  or  do  you  mean  the  source  business? 

Mr.  Hancock.  Whoever  fills  out  the  form  8300  and  what  have 
you,  either  way. 

Mr.  Noble.  Well,  the  bank  is  the  institution  that  completes  the 
CTR  at  the  teller  window.  So  you  will  be  able  to  tell  two  things. 
One  is  whether  or  not  the  bank  has  historic  problems  or  systemic 
problems  in  terms  of  the  way  it  collects  information,  records  it,  and 
reports  it.  You  will  also  be  able  to  tell  whether  a  person  or  an  en- 
tity is  using  an  incorrect  Social  Security  number  or  duplicative  So- 
cial Security  number  and  so  forth.  So  you  have  a  dual  possibility. 

Mr.  Hancock.  I  understand.  Your  report  said  that  you  had  pros- 
ecuted, what,  40  cases  here  recently  or  in  the  past  year? 

Mr.  Noble.  Since  Chairman  Pickle's  intense  focus  on  the  work 
of  the  Office  of  Financial  Enforcement.  Just  since  1992,  the  office 
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has  issued  40  civil  money  penalties  totaling  $8  million  for  viola- 
tions of  Bank  Secrecy  Act  reporting  requirements. 

Mr.  Hancock.  Now,  that  would  be  now  many  out  of  how  many 
potential  investigations  or  potential  penalties  that  you  might  have 
tried? 

Mr.  Noble.  I  know  that  there  are  currently  104  open  cases  that 
the  Office  of  Financial  Enforcement  is  working  on  that  are  at  one 
stage  or  another  of  investigation.  So  if  that  is  helpful  at  all,  sir. 

Mr.  Hancock.  Out  of  the  thousands  of  transactions  that  we 
know  are  questionable,  quote  questionable,  you  evidently  have  an 
investigation  problem  from  the  standpoint  of  personnel? 

Mr.  Noble.  Yes,  sir,  there  are  two  points  I  would  like  to  clarify. 
One  is  the  Office  of  Financial  Enforcement  of  main  Treasury  has 
an  obligation  to  ensure  that  financial  institutions  comply  with  the 
reporting  requirements  of  the  Bank  Secrecy  Act.  Let  us  make  sure 
the  name  is  correct,  the  address  is  correct,  the  Social  Security  num- 
ber is  correct.  If  violations  in  those  occur,  the  Office  of  Financial 
Enforcement  will  investigate,  and  make  a  determination  in  terms 
of  whether  or  not  a  civil  money  penalty  is  appropriate. 

Separate  and  apart  from  that,  we  have  the  box  that  is  checked 
off  for  suspicious  transactions.  These  suspicious  transactions  go  to 
the  Detroit  Computing  Center  where  the  IRS  Criminal  Investiga- 
tion Division  investigates  these  currency  transaction  reports  to  de- 
termine whether  or  not  there  are  criminal  violations  that  occurred. 
So  there  are  simultaneous  prongs,  one  civil  and  one  criminal. 

Mr.  Hancock.  Now,  that  goes  to  my  next  question.  On  these  civil 
and  monetary  penalties,  how  many  of  those  resulted  in  criminal 
charges? 

Mr.  Noble.  Those  40  that  were  issued  were  issued  in  lieu  of 
criminal  charges.  There  were  40  civil  money  penalties  and  of  those 
40  none  were  criminal.  So  a  determination  was  made,  sir,  based  on 
the  facts  of  each  case,  that  it  did  not  rise  to  the  level  of  a  criminal 
violation.  Instead  it  was  a  bank  violation.  Let's  say  the  bank  ne- 
glected to  put 

Mr.  Hancock.  I  understand,  but  have  you  assessed  any  civil 
monetary  charges,  penalties,  where  there  were  criminal  activity  or 
criminal  charges  involved? 

Mr.  Noble.  If  I  may  have  one  moment.  If  it  is  helpful  at  all,  sir, 
just  focusing  now  on  the  cases  that  are  kicked  out,  the  CTRs  that 
are  kicked  out  because  of  a  false  Social  Security  number  or  incom- 
plete address  or  a  P.O.  Box  instead  of  a  street  address — of  the  40, 
as  I  understand  it,  about  4  or  5  were  simultaneously  investigated 
as  criminal  and  civil,  and  4  of  those  resulted  in  some  sort  of  crimi- 
nal investigation  or  prosecution. 

But  from  our  perspective,  from  the  Federal  Government's  per- 
spective, it  is  our  view  that  we  have  to  do  more  to  get  banks  to 
comply  with  a  reporting  obligation.  From  our  perspective,  the  prob- 
lem we  have  been  able  to  address  over  the  years  is  getting  banks 
to  take  the  CTR  forms  more  seriously.  We  have  also  tried  to 
streamline  the  CTR  forms  because  they  are  complicated.  You  have 
to  count  the  number  of  $100  bills  in  the  window  and  other  sorts 
of  very  technical  information,  but  that  is  a  separate  problem  from 
our  perspective  than  the  money  laundering  problem,  and  I  wanted 
to  make  that  point. 
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Mr.  Hancock.  Well,  I  understand  that,  but  we  are  assessing  civil 
penalties  against  financial  institutions,  which  are  easy  to  find.  But 
there  has  to  be  some  criminal  activity  involved  in  the  first  place, 
I  would  think,  otherwise  it  is  not  money  laundering.  If  it  is  legal, 
if  they  are  bringing  in  clean  money  and  making  a  deposit  and  some 
bank  violates  a  rule  by  not  reporting  it,  then  there  has  to  be  some 
type  of  criminal  activity  involved. 

Mr.  Noble.  You  have  highlighted  the  point,  sir.  It  is  a  key  point. 
A  violation  of  the  currency  transaction  report,  for  example,  a  fail- 
ure to  put  in  the  correct  Social  Security  number,  a  failure  to  put 
in  the  street  address,  those  are  not  money  laundering  offenses. 
Those  are  failures  to  comply  with  the  reporting  requirements  of 
CTRs.  That  is  a  category  of  a  problem  that  is  separate  and  apart 
from  money  laundering. 

The  money  laundering  is  the 

Mr.  Hancock.  Here  again,  I  don't  want  to  interrupt  you,  but  are 
you  assessing  civil  penalties  against  organizations  that  are  not 
guilty  of  anything  other  than  the  failing  to  get  the  correct  Social 
Security  number  or  something?  Are  these  people  paying  penalties 
for  that  type  of 

Mr.  Noble.  Absolutely,  and  it  is  very  important  they  pay  pen- 
alties. It  is  very  important.  Because  if  they  are  not  adhering  to  the 
reporting  requirements 

Mr.  Hancock.  Well,  then  why  do  we  not  go  on  ahead,  if  we  want 
to  solve  the  problem,  and  make  the  failure  to  fill  that  out  a  crimi- 
nal violation  and  put  some  of  them  in  jail  rather  than  just  collect- 
ing the  money  from  them? 

Mr.  Noble.  Well,  from  our  perspective — we  believe,  since  there 
are  250,000  institutions  out  there  obligated  to  report  transactions, 
and  since  our  resources  are  so  small,  we  believe  it  is  a  wiser  course 
or  a  more  effective  course  to  enlist  their  support,  to  get  them  to 
clean  up  their  act  by  imposing  serious  civil  penalties.  If  an  institu- 
tion— if  a  particular  institution  fails  to  adhere  to  the  requirements, 
the  reporting  requirements,  then  we  always  have  the  option  to  say 
they  were  perhaps  a  coconspirator,  if  that  was  the  case. 

But  it  seemed  to  me,  from  my  perspective,  an  unwise  policy  in 
light  of  all  the  resource  obligations,  for  me  to  impose  or  encourage 
my  components  to  impose  tremendous  penalties  including  criminal 
violations,  for  an  innocent  mistake,  sir.  The  transaction  that  occurs 
at  a  teller  window  is  with  some 

Mr.  Hancock.  No,  no,  no,  I  am  not  talking  about  for  an  obvious 
mistake.  That  is  different.  I  am  talking  about  the  ones  that 
consistently 

Mr.  Noble.  Oh,  that  is  different. 

Mr.  Hancock.  I  am  talking  about  the  ones  where  the  9  out  of 
10  of  the  forms  you  get,  or  half  of  them  are  incorrectly  completed 
and  that  sort  of  thing. 

Mr.  Noble.  That  is  a  key  difference,  I  agree.  We  should  focus  on 
those  cases  forcefully,  civilly  and  criminally,  where  appropriate. 
Absolutely.  I  am  sorry,  I  was  talking  about  the  cases  of  innocent 
mistakes. 

Mr.  Hancock.  Well,  there  is  obviously  a  problem  with  this.  I  am 
not  going  to  ask  you  to  answer  this  question,  but  like  I  say,  I  just 
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want  you  to  think  about  it.  I  am  going  to  ask  the  question  but  I 
do  not  want  an  answer. 

What  type  of  internal  supervision  do  you  have  among  the  people 
employed  in  your  office?  And,  here  again,  I  do  not  want  an  answer 
to  that.  I  am  going  to  assume  that  you  watch  that  very  closely. 

Mr.  Noble.  Yes,  sir. 

Mr.  Hancock.  Thank  you. 

Chairman  PiCKLE.  Well,  thank  you,  Mr.  Hancock. 

Now,  Mr.  Noble,  I  think  we,  this  committee  and  the  Congress, 
ought  to  be  appreciative  of  the  emphasis  that  you  are  putting  on 
this  problem  through  the  special  task  force  that  you  have  created, 
and  I  have  the  feeling  for  the  first  time  that  we  are  really  making 
an  onslaught  on  this  problem  and  we  are  making  some  headway 
but  we  have  a  long  way  to  go,  and  we  must  not  let  up  at  all. 

I  want  to  ask  you  some  very  broad  questions,  and  maybe  you  can 
answer  them,  but  it  will  give  us  an  idea  of  the  perspective.  Can  you 
tell  me  how  much  money  from  illegal  sources  within  the  United 
States  is  laundering  money  annually?  I  am  talking  about  now  from 
illegal  sources;  narcotics,  drugs. 

Mr.  Noble.  I  believe  the  figure — there  are  a  number  of  figures 
that  are  used.  I  have  heard  and  testified  to  the  figure  of  as  much 
as  $100  billion  a  year  in  the  United  States  through  narcotics,  and 
there  are  figures  of  $55  or  $30  billion.  But  I  would  say  multiple  bil- 
lions of  dollars  a  year,  sir. 

Chairman  Pickle.  Well,  illegally,  then,  $100  billion,  perhaps 

Mr.  Noble.  Perhaps. 

Chairman  Pickle  [continuing].  Is  being  laundered.  Can  you  give 
me  how  much  money  from  legitimate  businesses  is  laundered  an- 
nually? 

Mr.  Noble.  Again,  all  of  these  numbers,  and  you  know  this,  sir, 
from  your  experience,  are  soft  numbers,  but  I  believe  the  total  is 
about  $300  billion  or  at  least  I  have  heard  and  read  and  seen  esti- 
mates in  the  $300  billion  range. 

Chairman  PiCKLE.  Well,  these  are  broad  estimates  and  nobody 
can  know.  But  if  they  are  anywhere  near  accurate,  the  American 
people  know  this  is  a  horrendous  problem  and  that  we  have  much 
more  to  go  on  it. 

Can  you  tell  me  who  the  money  launders  are?  Who  is  doing  this? 
Can  you  say  by  category  who  are  the  types? 

Mr.  Noble.  We  can  say,  sir,  that  the  drug  cartels  are  very,  veiy 
serious  money  launderers.  Time  and  time  again  we  expose,  through 
the  IRS  or  through  Customs,  or  through  DEA  or  FBI,  drug  cartels 
that  have  engaged  in  a  whole  host  of  sophisticated  money  launder- 
ing. They  use  so  many  techniques,  techniques  that  you  have  heard 
about  and  talked  about  and  that  concern  you. 

For  example,  there  was  a  time  when  people  would  just  take  bags 
of  money  into  the  bank  to  launder  money  that  way.  We  know  now 
that  people  have  gotten  so  sophisticated  that  they  actually  buy 
products  in  the  United  States.  They  will  buy  retail  goods  in  the 
United  States,  export  those  retail  goods,  whether  they  be  washers, 
dryers,  TVs,  to  another  country  and  in  that  country  sell  those  prod- 
ucts as  a  way  for  laundering  money. 

We  also  know  that  there  are  a  number  of  so-called  check  cashing 
houses,  the  giros,  and  the  casas  de  cambio.  We  know  that  money 
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laundering  has  become  so  sophisticated  that  there  are  people  who 
are  in  the  business  of  laundering  money  and  they  charge  anywhere 
from  6  to  25  percent  commission  for  the  laundering. 

So  I  would  say  that  the  drug  cartels  and  certain  check  cashing 
houses  and  money  transmitting  houses  are  perhaps  the  two  most 
significant  money  laundering  categories. 

Chairman  PiCKLE.  When  we  started  our  hearings  originally  on 
this,  we  saw  a  great  lack  of  enforcement  by  the  banks  with  respect 
to  CTRs,  and  we  have  closed  in  on  that  and  made  requirements  for 
penalties  and  so  forth.  And  all  at  once  the  banks  began  to  comply. 
I  think  we  have  put  a  few  bankers  in  jail  from  Boston,  and  all  at 
once  they  got  the  holy  spirit  that  they  ought  to  do  something  about 
this. 

Then  we  closed  in  on  the  money  launderers  and  they  went  over 
to  the  savings  and  loan  category.  Then  when  we  closed  down  on 
that,  they  went  over  into  the  business  category.  And  we  have  the 
shameful  record  of  a  few  years  ago  where  the  subcommittee  con- 
ducted a  sting  operation  and  we  found  out  that  76  out  of  79  busi- 
nesses approached  throughout  the  United  States  took  laundered 
money,  over  $10,000,  and  made  no  record  of  it.  Businesses  openly 
violating  the  law. 

Now  they  have  apparently  gone  to  wire  transmitters  in  my  part 
of  the  country.  Mv  question  to  you  now  is  are  we  closing  down  on 
wire  transmitters; 

Mr.  Noble.  We  are  moving  in  that  direction,  sir.  We  are  address- 
ing the  problem. 

Chairman  PiCKLE.  How  many  wire  transmitters  have  I  got  in  the 
Southwest,  on  the  Texas  border,  from  Brownsville  to  El  Paso? 

Mr.  Noble.  Thousands? 

Chairman  Pickle.  And  a  few  years  ago  we  only  had  a  handful. 

Mr.  Noble.  Right. 

Chairman  Pickle.  So  they  are  growing  by  leaps  and  bounds  into 
the  literally  hundreds.  Now,  I  don  t  know  wnether  you  have  a  thou- 
sand of  them.  You  may  have. 

Mr.  Noble.  You  probably  know  better  than  I  do. 

Chairman  PiCKLE.  But  it  is  a  lot  of  them.  Now,  the  question  is, 
are  we  going  to  regulate  those  people?  Can  we  put  a  stop  to  that? 
How  are  you  going  to  do  that. 

Mr.  Noble.  Most  recent  legislation  requires  nonbank  financial 
institutions  to  be  registered.  And  we  in  the  Bank  Secrecy  Act  Advi- 
sory Group  are  trying  to  come  up  with  an  appropriate,  definition  of 
"nonbank  financial  institution,"  to  work  with  the  industry  in  order 
to  do  that,  to  ensure  that  they  are  registered  and  regulated  and 
evaluated  by  the  States. 

Chairman  Pickle.  I  mention  that  because  I  know  this  committee 
has  made  recommendations  for  tightening  up  on  that  procedure, 
and  the  legislation  has  been  passed  by  the  Banking  and  Currency 
Committee  based  largely  or  partially  on  the  recommendations  of 
this  committee.  Now,  that  legislation  has  passed  and  is  waiting  for 
the  President's  signature. 

I  think  that  will  make  a  tremendous  improvement  on  our  efforts. 
Do  you  agree  with  that? 

Mr.  Noble.  Yes,  sir,  and  we  appreciate  your  very  forceful  efforts 
in  that  regard. 
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Chairman  Pickle.  Mr.  Morris,  did  you  want  to  make  a  comment 
on  that,  because  you  are  directly  in  charge  of  the  FinCEN  and  the 
enforcement? 

Mr.  Morris.  Just  that  the  Federal  Government  will  establish  a 
system  definition  for  the  registration  of  the  nonbank  financial  insti- 
tutions. The  Gateway  program  that  Under  Secretary  Noble  de- 
scribed, that  we  started  out  in  Texas  is  an  example,  I  think,  of  the 
important  role  the  States  have  to  help  us  in  terms  of  monitoring 
and  overseeing  and  using  the  data  that  is  generated.  The  States 
are  going  to  be  in  a  much  better  position,  in  many  cases,  to  identify 
what  is  an  illegal  activity  by  these  money  transmitters  than  we  at 
the  Federal  level  are  likely  to. 

Chairman  Pickle.  As  we  close  in  now  on  the  wire  transmitters, 
and  obviously  they  are  there  by  the  hundreds  now,  and  a  great 
bulk  of  the  money  is  going  right  through  those,  that  we  will  be  able 
to  show  later  on  in  the  hearing,  as  we  tighten  up  on  them,  the  next 
question  is  where  are  they  going  to  get  the  money  across  the  border 
now?  And  I  presume  we  go  back  to  the  old,  old  way,  that  is,  bring- 
ing it  across  personally.  Is  that  happening  now? 

Mr.  Morris.  Yes,  that  is  happening  now,  Mr.  Chairman.  And  I 
know  that  Commissioner  Weise  has  a  number  of  cases  that  he  will 
describe  in  the  next  panel.  But  this  is  a  growing  phenomenon, 
which  is,  in  fact,  we  believe,  a  sign  of  success  in  some  regards,  be- 
cause we  are  closing  out,  as  the  Under  Secretary  has  outlined,  the 
easy  access  into  our  own  financial  institutions.  So  we  have  put  the 
money  launderers  in  a  situation  which  is  not  easy,  and  that  is  forc- 
ing them  to  resort  to  smuggling  currency  out  of  the  country. 

Chairman  PiCKLE.  Well,  if  we  make  it  more  expensive  and  if 
money  launderers  know  it  has  become  more  expensive  and  that  we 
are  infiltrating  into  their — and  understanding  how  they  operate, 
that  will  make  it  much  more  difficult  for  them.  So  I  am  encouraged 
we  are  making  some  headway  on  it. 

Now,  Mr.  Noble,  I  am  disturbed,  though,  when  you  indicate  to 
me  that  the  way  we  handle  these  8300s  and  these  CTRs  is  really 
not  money  laundering,  that  you  think  in  terms  of  money  launder- 
ing some  illegal  activities  such  as  a  drug  or  narcotic.  I  want  to  say 
to  you  it  seems  to  me  like  there  is  an  absolute  connection  between 
information  we  are  seeking  on  the  8300s  or  the  CTRs  or  the 
import-export  forms. 

Mr.  Noble.  You  are  correct. 

Chairman  Pickle.  Because  we  have  looked,  our  committee  has 
looked  at  many  of  these  forms,  and  even  when  the  bank  says  this 
is  a  suspicious  character — this  is  a  suspicious  transaction,  even 
when  they  put  it  in  there,  our  records  show  that  it  is  not  often  fol- 
lowed through  by  anybody  in  government.  Federal,  State,  local, 
anyway.  It  is  just  ignored. 

Now,  if  that  is  the  case,  and  we  do  not  know  how  much  of  it,  but 
we  have  evidence  that  is  taking  place,  that  even  when  it  is  marked 
as  suspicious  there  is  no  folio wthrough.  Is  it  because  you  have  not 
got  the  manpower  or  you  just  do  not  refer  to  them  or  what? 

Mr.  Noble.  Let  me  just  clear  up  a  point,  and  if  I  misspoke  and 
misled  the  chairman,  I  apologize.  I  was  simply  saying  that  with  re- 
spect to  the  currency  transaction  reports  and  the  8300  reports,  it 
is  very,  very  important  that  they  be  completed  accurately  and  cor- 
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rectly.  If  not,  then  we  will  not  be  able  to  expose  money  laundering 
that  we  otherwise  would  be  able  to  expose. 

I  simply  said  that  there  are  occasions  when  they  are  filled  out 
incorrectly  by  accident,  and  that,  in  and  of  itself,  is  not  an  indica- 
tion of  money  laundering. 

Chairman  PiCKLE,  I  just  do  not  want  to  leave  the  impression 
that  8300  is  a  procedure  over  here  and  not  really  connected  with 
money  laundering.  It  is  all  connected. 

Now,  we  are  going  to  proceed  to  the  next  panel  to  have  more 
questions  on  the  8300,  but  we  cannot  just  say  to  American  busi- 
nesses or  the  public  in  general  they  do  not  have  to  comply  with  the 
8300,  because  it  is  the  best  weapon  we  have.  If  we  do  not  use  it, 
then  it  serves  no  purpose. 

I  am  also  concerned  because  our  figures  show  that  of  a  lot  of  the 
cases  you  apprehend,  and  you  have  them  dead  to  rights,  as  our  fig- 
ure shows,  we  start  out  with  the  thousand  forms  made  out  not  cor- 
rectly, and  we  have  cases  where  you  can  file  against  an  individual, 
when  it  finally  gets  down  to  it  out  of  a  thousand  cases,  you  finally 
convict  one  or  two  and  everybody  else  gets  off  somehow  down  the 
line.  Now,  that  is  a  harsh  statement  but  it  is  a  fact,  because  we 
looked  at  our  figures. 

When  you  start  off  with  so  many  cases  that  is  filed  and  when  you 
finally  boil  it  down,  there  are  mighty  few  ever  convicted  by  percent- 
age. So  the  money  launderers  say,  well,  there  is  some  risk  here, 
but  the  chances  of  being  caught  are  mighty  slim  and  if  we  can 
make  a  big  killing  out  of  it,  it  is  worth  it.  And  that  is  what  they 
are  doing. 

So  we  have  to  try  to  concentrate  on  more  followthrough  on  the 
cases,  that  we  have  to  get  some  more  convictions.  It  ought  to  be 
advertised  to  the  public,  for  not  only  public  consumption  but  for 
businesses  and  for  the  international  picture,  both.  And  I  think  we 
have  to  concentrate  on  that  and  I  will  ask  that  we  do  that. 

Did  you  want  to  respond  to  that? 

Mr.  Noble.  Just  briefly,  Mr.  Chairman.  I  agree  with  you  that 
there  is  always  more  we  can  do,  but  I  want  to  just  take  a  moment 
and  say  that  the  task — and  this  is  not  an  excuse,  but  just  to  make 
sure  everyone  understands — the  task  is  a  large  task.  With  60,000 
suspicious  transaction  boxes  checked — 60,000 — there  are  only  3,000 
IRS  criminal  investigators.  Three  thousand.  So  I  am  simply  saying 
we  have  to  prioritize. 

We  have  to  keep  the  money  launderers  guessing  and  we  have  to 
strike  and  strike  hard  and  make  sure  it  is  public  and  make  sure 
people  hear  about  it  so  that  when  they  think  about  it  they  will 
worry,  maybe  make  a  mistake  or  maybe  not  do  it.  But  the  people 
who  are  investigating  these  cases,  the  agents,  are  very,  very  hard 
working,  make  great  cases,  and  that  ought  to  be  recognized  as  a 
very  valuable  contribution  to  the  effort.  That  is  mv  comment. 

Chairman  PiCKLE.  Well,  I  think  the  OFE  is  doing  a  better  job 
than  your  testimony  shows  it.  I  think  previously  they  were  just, 
they  were  just  there  opening  up  and  closing  and  not  doing  much 
more.  They  are  filing  some  cases  now  and  we  are  doing  better,  and 
I  am  encouraged  again  that  we  are  making  some  headway  on  it, 
but  I  think  we  will  come  back  to  some  of  these  other  panelists  on 
that  later. 
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Now  let  me  just  remind  you  of  what  is  happening  to  trends,  Mr. 
Noble.  When  we  started  out  on  this  committee  with  respect  to  fil- 
ing 8300s,  in  1988,  1989,  and  1990.  In  1988,  13,695;  1989,  23,835; 
and  in  1990,  30,000  8300s  were  filed. 

When  we  started  these  hearings  and  put  emphasis  on  it,  all  at 
once  it  jumped  up.  In  1991,  71,000;  in  1992,  142,000;  and  in  1993 
it  dropped  back  to  132,000.  We  do  not  know  what  it  is  going  to  be 
in  1999,  but  we  do  know  that  already,  so  far  this  year,  there  has 
only  been  about  66,000  filed  as  of  July. 

It  seems  to  me  like  we  are  going  up  and  down  the  hill.  I  do  not 
know  whether  this  is  an  accurate  trend,  but  these  figures  indicate 
to  me  that  we  have  a  problem  of  enforcement  and  we  are  not  really 
doing  anything  about  it. 

I  think  you  should  pav  more  attention  to  what  is  actually  the  re- 
sults of  these  forms  and.  how  they  relate  to  drug  things.  I  ask  that 
you  do  look  into  that  further  on  it. 

Mr.  Noble.  Yes,  Commissioner  Richardson  and  I  will  work  very 
closely  on  that. 

Chairman  Pickle.  Does  anybody  on  the  committee  have  any 
other  questions?  Well,  I  know  you  have  a  hearing  at  the  White 
House 

Mr.  Hancock.  Mr.  Chairman,  I  would  like  to  ask  one  question. 

Chairman  PiCKLE.  Go  right  ahead. 

Mr.  Hancock.  How  many  enforcement  agents  do  you  have  that 
are  or  do  you  have  people  specifically  assigned  to  this? 

Mr.  Noble.  Yes,  Commissioner  Richardson  from  IRS  and  Com- 
missioner Weise  from  Customs  will  talk  to  you  about  the  actual 
person  years  dedicated  to  fighting  money  laundering.  The  total 
number  of  agents  we  have  in  Treasury,  if  you  take  all  of  our 
agents,  only  approach  about  10,000.  That  includes  Secret  Service, 
ATF,  Customs,  and  IRS-CID.  Obviously,  a  small  component  of  that 
is  dedicated  to  money  laundering,  but  they  will  address  that  spe- 
cifically. 

Mr.  Hancock.  Thank  you,  Mr.  Chairman. 

Chairman  Pickle.  Thank  you. 

Mr.  Noble.  Thank  you,  Mr.  Chairman. 

Chairman  PiCKLE.  Again,  Mr.  Secretary,  we  thank  you  for  com- 
ing and  for  your  good  work.  You  are  under  way  with  heavy  steam. 
Do  not  let  it  die  down.  And  if  you  need  more  manpower,  this  com- 
mittee will  try  to  help  you  on  it. 

But  I  am  convinced,  as  you  said,  that  the  problem  is  not  so  much 
manpower,  although  that  is  critical,  you  are  undermanned,  but  the 
real  problem  is  detection  and  then  doing  something  about  it,  and 
that  is  what  we  have  to  concentrate  on  as  I  see  it. 

Mr.  Noble.  Mr.  Chairman,  thank  you  very  much,  members  of 
the  committee,  thank  you. 

Chairman  Pickle.  Thank  you,  Mr.  Noble. 

[The  following  was  subsequently  received:! 


42 


DEPARTMENT  OF  THE  TREASURY 

WASHINGTON,   D.   C. 


UNDER  SECRETARY 


OCT  211994 


The  Honorable  J.  J.  Pickle  ''S/-i 

Chairman  -^/C- 

Subcoramittee  on  Oversight 

United  States  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Chairman: 


% 


'V^%. 


^% 


On  behalf  of  Secretary  Bentsen  and  myself , ''thank  you 
for  providing  me  the  opportunity  to  appear  again  before' the 
Subcommittee  on  Oversight  to  report  on  the  Department  of  the 
Treasury's  anti-money  laundering  campaign. 

Having  reviewed  the  text  of  my  testimony  before  the 
Subcommittee,  I  am  concerned  that  I  may  have  sketched  an 
incomplete  diagram  of  Treasury's  Bank  Secrecy  Act  (BSA)  civil 
enforcement  program.   In  my  testimony  I  discussed  only  the  civil 
penalty  component  of  the  program.   At  present,  civil  penalties 
under  BSA  are  assessed  by  Treasury's  Office  of  Financial 
Enforcement  to  promote  compliance  by  financial  institutions  with 
the  BSA  requirement  that  such  institutions  file  all  required 
Currency  Transactions  Reports  (CTRs) .   Civil  penalties  are 
imposed  for  willful  failures  to  file,  which  diminish  the  quality 
and  accuracy  of  the  pool  of  data  available  for  analysis  by  IRS- 
CID  and  other  law  enforcement  authorities.   Banks  with  inadequate 
BSA  compliance  programs  particularly  are  vulnerable  to 
exploitation  by  money  launderers. 

Civil  penalties  typically  are  not  assessed  for 
compliance  failures  such  as  filing  incomplete  forms.   Rather, 
financial  institutions  that  file  inaccurate  or  incomplete  forms 
receive  written  admonitions  from  Treasury.   Treasury's  IRS 
Detroit  Computing  Center  also  has  a  Tax  Identification  Number 
(TIN)  matching  program  to  reconcile  inaccurate  TINs. 

My  testimony  may  not  have  made  clear  that  the  BSA 
provides  for  criminal  as  well  as  civil  penalties.   In  cases  where 
a  financial  institutions 's  failure  to  comply  with  the  BSA  filing 
requirements  constitutes  (either  actively  or  by  complicity)  money 
laundering,  criminal  sanctions  can  be  imposed,  in  many  cases  with 
a  concomitant  civil  penalty.   According  to  the  IRS,  since  1991, 
approximately  1,186  non-bank  financial  institutions  and 
individuals  affiliated  therewith  have  been  investigated.   In  many 
cases,  financial  institutions  and  their  employees  also  may  be 
subject  to  prosecution  for  the  independent  crime  of  money 
laundering  pursuant  to  18  U.S.C.  §1956. 

I  hope  the  foregoing  information  clarifies  any 
ambiguity  arising  from  my  remarks  before  the  Subcommittee. 
Should  you  require  further  explication  on  this  or  any  of  the 
issues  raised  in  my  testimony,  please  do  not  hesitate  to  contact 
me. 

Sincerely, 


Reinald  K.  Noble 
Under  Secretary 
(Enforcement) 
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Chairman  Pickle.  Our  next  witness  will  be  the  IRS  Commis- 
sioner, Hon.  Margaret  Milner  Richardson.  And  I  understand  she 
will  be  accompanied  by  her  friend  Michael  Dolan,  Deputy  Commis- 
sioner, and  Don  Vogel,  Assistant  Commissioner  for  Criminal  Inves- 
tigation. 

I  am  going  to  ask  that  we  combine  this  all  into  one  panel,  and 
so  the  next  panel  will  be  Hon.  George  Weise,  Commissioner  for  the 
Customs  Service,  would  also  be  a  part  of  this  first  group. 

I  am  advised  Commissioners  Richardson  and  Weise  both  are  ex- 
pected at  the  White  House  within  approximately  an  hour,  so  we 
have  a  lot  of  territory  to  cover.  Because  both  of  them  are  supposed 
to  be  there  around  11:15  a.m.  to  11:30  a.m.,  I  am  going  to  suggest 
that  we  try  to  set  a  target  time  for  11:15  a.m.  and  to  excuse  these 
witnesses  if  they  have  to  leave. 

So,  first,  let  me  recognize  Commissioner  Richardson.  We  are  glad 
to  have  you  here,  Commissioner. 

STATEMENT  OF  HON.  MARGARET  MILNER  RICHARDSON,  COM- 
MISSIONER, INTERNAL  REVENUE  SERVICE,  ACCOMPANIED 
BY  MICHAEL  DOLAN,  DEPUTY  COMMISSIONER  AND  DON 
VOGEL,  ASSISTANT  COMMISSIONER  FOR  CRIMINAL  INVES- 
TIGATION, AND  JOHN  MONACO,  ASSISTANT  COMMISSIONER 
FOR  EXAMINATION 

Ms.  Richardson.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  distinguished  members  of  the  subcommittee,  we 
have  a  longer  statement,  which  we  would  like  to  submit  for  the 
record,  and  then  I  would  like  to  summarize  it,  if  I  could. 

Chairman  PiCKLE.  Without  objection,  both  your  statements  will 
be  included  in  the  record  in  their  entirety. 

Ms.  Richardson.  Thank  you. 

With  me  today  are  Mike  Dolan,  who  is  the  Deputy  Commis- 
sioner; Don  Vogel,  who  is  the  Assistant  Commissioner  for  Criminal 
Investigation;  and  also  John  Monaco,  who  is  the  Assistant  Commis- 
sioner for  Examination. 

We  appreciate  the  opportunity  to  discuss  the  IRS'  efforts  in  en- 
forcing the  currency  transaction  reporting  requirements  of  Internal 
Revenue  Code  section  60501  and  the  Bank  Secrecy  Act.  Currency 
transaction  reports  are  useful  in  criminal,  tax,  and  regulatory  in- 
vestigations and  proceedings  to  combat  money  laundering.  These 
reports  are  also  an  important  tool  for  enhancing  compliance  with 
the  tax  laws  and  detecting  tax  evasion. 

In  testimony  before  this  subcommittee  over  2  years  ago,  the  IRS 
identified  two  areas  that  needed  improvement  with  respect  to  cur- 
rency transaction  reporting:  One,  to  make  the  information  on  these 
reports  more  usable;  and,  two,  to  systemically  integrate  the  use  of 
this  information  into  servicewide  programs. 

Since  that  hearing,  the  Service  has  made  substantial  progress  in 
both  of  these  areas.  Today,  I  want  to  discuss  the  results  of  those 
efforts,  as  well  as  describe  future  plans  for  increasing  taxpayer 
compliance  with  the  currency  transaction  reporting  requirements 
and  enhancing  the  IRS  use  of  this  information. 

IRS'  efforts  under  the  Bank  Secrecy  Act  and  IRC  section  60501 
are  not  directed  exclusively  at  combatting  money  laundering.  The 
information  required  by  these  provisions  provides  leads  which  aid 
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us  in  detecting  hidden  assets  and  underreporting  and  nonreporting 
of  income  that,  in  turn,  assist  us  in  our  efforts  to  collect  unpaid 
taxes.  Although  currency  transaction  reports  are  often  equated 
with  illegal  activities,  this  information  is  also  helpful  in  identifying 
those  individuals  or  entities  who  fail  to  report  income  derived  from 
legal  sources  or  who  fail  to  file  returns  at  all. 

Currency  transactions  can  be  indicative  of  tax  law  violations,  as 
well  as  other  financial  crimes.  As  with  other  areas  of  tax  law  non- 
compliance, prosecution  alone  will  not  solve  the  problem.  Rather, 
it  requires  a  servicewide  effort  that  combines  resources  and  sanc- 
tions, both  civil  and  criminal.  To  this  end,  the  IRS  has  designed  a 
plan  to  ensure  compliance  with  currency  transaction  reporting  re- 
quirements; ensure  that  the  information  received  is  both  accurate 
and  usable;  and  to  use  this  information  to  improve  compliance  with 
the  tax  laws. 

The  IRS  has  been  delegated  civil  and  criminal  enforcement  re- 
sponsibilities for  certain  aspects  of  the  Bank  Secrecy  Act.  The  IRS 
Examination  function  has  civil  jurisdiction  over  nonbank  financial 
institutions  referred  to  as  NBFIs,  and  it  is  responsible  for  ensuring 
that  sanctions  comply  with  the  reporting  and  recordkeeping  provi- 
sions of  the  Bank  Secrecy  Act. 

Examination  has  a  threefold  strategy  to  improve  NBFI's  report- 
ing compliance.  We  want  to,  one,  identify  NBFIs;  two,  we  want  to 
educate  NBFIs  on  reporting  requirements;  and,  three,  then  we 
want  to  conduct  compliance  checks  to  assess  and  enforce  compli- 
ance. The  identification  of  NBFIs  has  been  a  difficult  endeavor  be- 
cause they  exist  in  large  numbers,  varying  forms  and  often  are 
transient  in  nature.  As  a  result  of  Examination's  efforts  to  identify 
NBFIs,  the  initial  1989  inventory  of  9,000  NBFIs  increased  to  more 
than  38,600  NBFIs  by  June  30,  1994,  about  a  330  percent  increase. 

Educating  nonbank  financial  institutions  about  their  reporting 
and  recordkeeping  requirements  and  responsibilities  has  been  done 
by  mass  outreach,  targeted  industry  outreach,  and  one-on-one  con- 
tacts during  our  compliance  checks. 

The  third  part  of  Examination's  strategy  is  conducting  compli- 
ance checks.  A  compliance  check  is  the  review  and  inspection  of  a 
business'  books,  records  and  internal  controls  set  up  to  document 
currency  transactions.  Compliance  checks  are  generally  initiated  on 
current  years  and  can  occur  with  or  without  notification.  Our  expe- 
rience involving  NBFIs — especially  check  cashers — reveals  that 
they  frequently  fail  to  maintain  adequate  records  documenting  cur- 
rency transactions,  thereby  increasing  the  difficulties  our  examin- 
ers face  when  verifying  compliance  with  currency  transaction  re- 
porting requirements. 

Our  commitment  to  improving  compliance  with  the  currency 
transaction  reporting  requirements  is  reflected  in  the  increased 
staffing  that  has  been  devoted  to  compliance  checks  of  NBFIs  every 
year  since  1989. 

Examination  continues  to  focus  its  resources  on  those  NBFIs 
with  the  highest  potential  for  noncompliance.  Also,  we  have  worked 
hard  to  enhance  the  quality  of  the  compliance  checks,  but  as  a  re- 
sult, more  recent  compliance  checks  are  taking  longer  to  complete. 

As  a  part  of  the  coordinated  compliance  efforts,  Criminal  Inves- 
tigation Division,  recognizing  the  need  for  stepped  up  efforts  in 
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criminal  enforcement  of  section  60501,  initiated  what  we  call  Oper- 
ation Big  Ticket.  During  fiscal  year  1991,  CID  began  a  series  of  un- 
dercover investigations  nationwide  which  focused  on  automobile 
dealers  who  sold  automobiles  to  narcotics  traffickers  for  cash  with- 
out filing  the  requisite  forms  8300. 

Through  June  1994,  Operation  Big  Ticket  involved  98  undercover 
investigations  which  resulted  in  78  convictions  or  guilty  pleas  to 
violations  of  section  60501  and  the  title  18  money  laundering  of- 
fenses, and  the  seizure  of  over  $1  million  in  currency  and  other  ma- 
terial assets.  You  may  recall  our  efforts  involving  Washington  area 
automobile  dealerships,  which  received  quite  a  bit  of  publicity  in 
the  local  press. 

This  year.  Examination  has  established  the  new  position  of  com- 
pliance officer.  These  compliance  officers  will  be  devoted  full  time 
to  conducting  compliance  checks  of  businesses  to  ensure  compliance 
with  the  currency  transaction  reporting  requirements  of  the  Bank 
Secrecy  Act  and  Internal  Revenue  Code  section  60501.  Personnel 
selected  for  these  positions  receive  special  training  on  how  to  con- 
duct compliance  checks.  In  June  and  July  of  this  year,  we  trained 
112  people  selected  for  these  positions  and  we  plan  to  have  another 
150  compliance  officers  by  the  end  of  the  year. 

Two  years  ago,  the  service  reported  that  the  Detroit  Computing 
Center  estimated  that  20  percent  of  the  currency  transaction  re- 
ports received  could  not  be  used  because  they  did  not  include  an 
accurate  taxpayer  identification  number.  In  1993,  the  Detroit  Com- 
puting Center  began  a  new  program  to  validate  the  name  and  iden- 
tification number  received  on  currency  transaction  reports,  imme- 
diately upon  receipt  at  the  center. 

As  a  result  of  our  efforts,  error  rates  have  decreased  signifi- 
cantly. In  addition,  the  Detroit  Computing  Center  has  assessed 
$43,200  in  penalties  through  August  of  this  year  for  incorrect^in- 
complete  filings  of  forms  8300. 

Another  initiative  which  began  in  October  1993  was  providing 
banks  and  other  financial  institutions  with  the  ability  to  electroni- 
cally file  currency  transaction  reports.  The  use  of  electronic  filing 
dramatically  reduces  processing  time,  resource  and  cost  burden  for 
both  financial  institutions  and  for  the  IRS. 

When  we  were  here  2  years  ago,  the  IRS  noted  that  we  needed 
to  improve  the  systemic  use  of  currency  transaction  reports.  To  ac- 
complish this,  an  internal  task  force  comprised  of  representatives 
from  IRS  compliance  functions  was  established  at  our  Detroit  Com- 
puting Center.  Its  mission  was  to  identify  ways  to  integrate  the  use 
of  the  data  servicewide  so  that  those  reports  could  be  used  to  iden- 
tify potential  leads  for  Examination  and  Criminal  Investigation. 

The  automatic  and  periodic  flagging  of  open  cases  in  inventory 
ensures  that  CBRS  data  is  considered  by  compliance  personnel  who 
are  assigned  to  a  particular  case,  since  it  does  not  require  compli- 
ance personnel  to  query  the  CBRS  database  every  time  they  are  as- 
signed a  new  case.  Today  Criminal  Investigation  inventory  is 
matched  semiannually;  the  exam  field  and  service  center  cor- 
respondence inventory  is  matched  quarterly;  and  the  collection  de- 
linquent account  inventory  is  matched  on  a  district-by-district 
basis. 
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In  addition  to  these  programs,  district-by-district  matches  of 
master  file  information  to  CBRS  data  are  conducted  to  target  po- 
tential nonfilers  and  underreporters. 

Beginning  in  fiscal  year  1992,  the  IRS  began  a  nationwide  effort 
to  address  nonfilers  through  education  and  outreach,  as  well  as  en- 
forcement. CBRS  data  was  systemically  used  to  develop  the 
nonfiler  cases  that  identified  for  enforcement. 

Our  Criminal  Investigation  Division  has  extensively  utilized  the 
currency  transaction  reports  to  identify  potential  investigations  and 
to  enhance  its  existing  investigations.  Presently,  CID  uses  these  re- 
ports in  cases  involving  both  legal  income,  as  well  as  illegal  income, 
to  trace  the  flow  of  unreported  income  from  whatever  source  to  the 
purchase  of  material  assets  by  nonfilers  and  tax  evaders. 

Potential  tax  and  money  laundering  cases  are  often  developed  by 
the  Criminal  Investigation  Branch  at  our  service  centers.  One  spe- 
cific example  of  a  form  8300  compliance  project  was  started  in  1993 
by  the  Kansas  City  Service  Center.  A  list  of  potential  form  8300 
filers  was  compiled  based  on  businesses  most  likely  to  have  cash 
transactions  over  $10,000.  This  list  was  then  matched  against  the 
currency  transaction  report  data  from  the  CBRS  database.  A  total 
of  843  businesses  and  individuals  were  identified  as  having  CTRs 
filed  but  no  form  8300  filings. 

As  of  September  1,  1994,  432  responses  have  been  received,  ei- 
ther written  or  telephonic,  and  over  111  delinquent  forms  8300 
have  been  received  reporting  over  $2.4  million  in  currency  trans- 
actions. After  analysis  of  the  responses,  147  referrals  were  made  to 
CID. 

The  currency  transaction  reports  which  are  on  the  CBRS  are  not 
the  only  methods  CID  uses  to  uncover  possible  money  laundering 
and  criminal  tax  violations.  CID  has  established  and  maintains 
good  relationships  with  the  banking  community  and  works  jointly 
with  this  community  to  provide  education  and  training  on  the  Bank 
Secrecy  Act  requirements.  This  has  resulted  in  banks  and  other  fi- 
nancial institutions  contacting  CID  directly  with  information  con- 
cerning suspicious  transactions  and  behavior.  These  leads  have 
been  valuable  to  CID  not  only  in  their  money  laundering  investiga- 
tions, but  also  in  detecting  other  tax  violations,  such  as  filing  fi-aud 
schemes. 

CID  is  a  major  contributor  to  the  continued  success  of  the  orga- 
nized crime  drug  enforcement  task  force  program  since  its  incep- 
tion in  the  early  1980s.  The  OCDETF  program  utilizes  the  task 
force  approach  to  combat  large  scale  illicit  activities,  by  combining 
law  enforcement  resources  at  all  levels — Federal,  State,  and  local. 

The  OCDETF  program  benefits  ft-om  the  financial  investigative 
expertise  of  CID's  special  agents  and  the  ability  of  these  agents  to 
disrupt  and  dismantle  through  investigation,  prosecution,  and  asset 
forfeiture,  the  Nation's  major  narcotics  and  money  laundering  orga- 
nizations in  conjunction  with  efforts  of  other  Federal,  State,  and 
local  agencies  involved  in  the  program. 

Some  of  our  current  money  laundering  joint  initiatives  are  de- 
scribed in  more  detail  in  our  written  testimony.  I  will  not  go  into 
those  in  detail,  but  I  invite  you  to  read  that  to  find  the  descrip- 
tions. 
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Our  experience  shows  that  money  launderers  and  tax  evaders  ac- 
tively seek  new  and  novel  methods  to  eliminate  any  paper  trail, 
and  I  think  Under  Secretary  Noble  highlighted  that  in  his  testi- 
mony. To  meet  these  challenges,  Criminal  Investigation  has  devel- 
oped a  computer  system  called  FOCUS.  FOCUS  is  designed  to  pro- 
vide civil  and  criminal  tax  leads  by  using  artificial  intelligence  to 
identify  financial  pattern  anomalies  detected  fi'om  commonly 
accessed  computer  databases,  including  the  CBRS  database. 

Although  FOCUS  is  specifically  designed  to  meet  the  needs  of 
the  IRS,  minor  modifications  to  its  logic  could  potentially  identify 
illegal  activities  falling  within  the  jurisdiction  of  other  law  enforce- 
ment agencies.  Thus,  we  were  delighted  to  share  the  FOCUS  tech- 
nology with  the  U.S.  Customs  Service  to  assist  in  the  identification 
of  illegal  exports  of  U.S.  technologies.  We  are  also  receiving  re- 
quests from  other  agencies  for  information  on  the  use  of  FOCUS. 

At  the  end  of  1991,  a  statutory  provision  expired  which  had  pre- 
viously permitted  the  IRS  to  use  the  proceeds  generated  by  an  un- 
dercover business  to  offset  operating  expenses  of  that  undercover 
business.  During  the  past  2  years,  the  IRS'  ability  to  combat  money 
laundering  and  other  financial  crimes,  including  tax  evasion, 
through  undercover  operations  has  been  curtailed  because  we  have 
had  to  rely  only  on  appropriated  funds  to  cover  these  expenses. 

We  are  the  only  Federal  law  enforcement  agency  that  does  not 
have  offset  authority.  Without  either  additional  funding  or  reestab- 
lishment  of  the  offset  provisions,  our  ability  to  continue  the  under- 
cover operations  will  suffer,  and  our  money  laundering  and  tax  ad- 
ministration efforts  will  be  severely  hampered. 

Mr.  Chairman,  as  I  stated  earlier,  money  laundering  is  a  dy- 
namic enterprise  that  requires  ever  evolving  prevention  and  detec- 
tion efforts.  The  IRS  has  strong  programs  in  both  the  civil  arena, 
through  the  Examination  Division,  and  the  criminal  arena,  through 
CID  to  detect  and  stop  money  laundering.  The  IRS  is  committed  to 
remain  on  the  cutting  edge  of  this  enforcement  challenge  and  looks 
forward  to  working  with  all  divisions  of  the  Department  of  Treas- 
ury, as  well  as  State  and  local  agencies  to  meet  the  challenges  that 
money  laundering  presents. 

Mr.  Chairman,  my  colleagues  and  I  will  be  happy  to  answer  any 
questions  you  and  the  other  subcommittee  members  may  have. 

I  could  not  conclude  my  remarks  today  without  also  recognizing 
your  unwavering  support  for  the  Internal  Revenue  Service  during 
your  tenure  on  the  Ways  and  Means  Committee.  As  our  chairman 
of  this  Oversight  Committee,  your  consistent  concern  for  the  integ- 
rity of  the  tax  system,  and  your  keen  appreciation  for  the  rights 
and  interests  of  the  taxpayers  has  been  a  guiding  force  in  the  many 
initiatives  that  we  at  the  service  have  undertaken.  Your  willing- 
ness to  be  our  most  constructive  critic  and  our  most  aggressive  ad- 
vocate is  sincerely  appreciated  by  all  of  us  at  the  Internal  Revenue 
Service. 

We  are  proud  of  our  strong  and  lasting  relationship  with  you  and 
the  subcommittee,  and  like  all  Americans,  as  well  as  our  fellow 
Texans,  we  owe  you  a  debt  of  gratitude  for  the  insight  and  inten- 
sity with  which  you  have  approached  the  improvement  of  the  tax 
system. 
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I  personally  will  miss  you.  I  have  certainly  had  the  good  fortune 
of  knowing  you  for  my  whole  legal  career,  and  I  have  been  privi- 
leged to  have  you  as  a  friend  and  as  a  supporter.  I  think  the  Austin 
district,  the  Austin  Service  Center,  the  Austin  Compliance  Center 
will  miss  you.  All  of  us  at  the  IRS  will  miss  you,  as  well  as  the 
Treasury,  and  we  wish  you  and  Mrs.  Pickle  the  very  best. 

As  I  stated 

Chairman  Pickle.  I  don't  want  to  interrupt  you,  you  understand, 
but. 

Ms.  Richardson.  As  I  said  earlier,  though,  money  laundering  is 
a  dynamic  enterprise  and  it  requires  ever  evolving  prevention  and 
detection  efforts.  We  have  strong  programs,  I  think,  in  both  Exam 
and  in  the  criminal  investigation  area,  and  we  would  be  more  than 
happy  to  try  to  answer  any  questions  that  you  and  your  colleagues 
have  of  us. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  MARGARET  MILNER  RICHARDSON 
COMMISSIONER  OF  INTERNAL  REVENUE 

BEFORE  THE 

SUBCOMMITTEE  ON  OVERSIGHT 
COMMITTEE  ON  WAYS  AND  MEANS 

SEPTEMBER  20,  1994 

Mr.  Chairman  and  distinguished  Members  of  the  Subcommittee: 

With  me  today  are  Michael  Dolan,  Deputy  Commissioner,  and  Don  Vogel, 
Assistant  Commissioner,  Criminal  Investigation. 

We  appreciate  the  opportunity  to  discuss  the  IRS'  efforts  in  enforcing  the 
currency  transaction  reporting  requirements  of  Internal  Revenue  Code  section  60501  and 
the  Bank  Secrecy  Act.   Currency  transaction  reports  are  useful  in  criminal,  tax,  and 
regulatory  investigations  and  proceedings  to  combat  money  laundering.    In  addition, 
these  reports  are  an  important  tool  for  enhancing  compliance  with  the  tax  laws  and 
detecting  tax  evasion. 

In  testimony  before  this  Subcommittee  over  two  years  ago,  the  IRS  identified  two 
areas  that  needed  improvement  with  respect  to  currency  tran.saction  reporting:  (1)  to 
make  the  information  on  these  reports  more  useable;  and  (2)  to  systemically  integrate 
the  use  of  this  information  into  Servicewide  programs.   Since  that  hearing,  the  Service 
has  made  substantial  progress  in  both  of  these' areas.   Today,  I  will  discuss  the  results  of 
those  efforts,  as  well  as  describe  future  plans  for  increasing  taxpayer  compliance  with  the 
currency  transaction  reporting  requirements  and  enhancing  the  IRS'  use  of  this 
information. 


I.  INTRODUCTION 

The  "money  laundering  riiles"  encompass  three  separate  statutes;    the  currency 
information  reporting  requirements  of  the  Bank  Secrecy  Act  (Title  31),  the  information 
reporting  requirement  of  IRC  section  60501  (Title  26),  and  the  money  laundering 
criminal  statutes  (Title  18),  which  provide  severe  sentencing  and  forfeiture  provisions 
and  have  criminalized  virtually  all  activities  involved  in  money  laundering  operations. 

Money  laundering  is  any  method  used  to  hide  or  disguise  the  origin  of  money 
generated  from  illicit  activity,  including  tax  evasion.   Those  engaged  in  money  laundering 
seek  to  convert  the  money  gained  from  illegal  activity  to  money  which  appears  legitimate 
--  the  source  of  which  cannot  be  traced.    Because  of  the  efforts  of  law  enforcement, 
money  laundering  "techniques"  are  continually  changing.    At  one  time  we  focused  our 
efforts  on  the  deposit  of  large  sums  of  cash  into  traditional  financial  institutions;  today, 
our  focus  is  on  methods  of  money  laundering,  such  as  wire  transfer  agent.s,  check  cashing 
businesses,  casinos,  and  sellers  of  money  orders.    Money  launderers  not  only  use  non- 
bank  financial  institutions,  but  they  also  use  cash  intensive  trades  and  businesses,  and 
they  have  even  resorted  to  cash  purchases  of  material  as.sets  which  are  later  resold.   To 
effectively  addre.ss  money  laundering,  a  dynamic  enterprise,  the  IRS  must  continually 
assess  emerging  trends  and  develop  equally  dynamic  initiatives  to  address  these  trends. 

IRS'  efforts  under  the  Bank  Secrecy  Act  and  IRC  section  60501  are  not  directed 
exclusively  at  combatting  money  laundering.   The  information  required  by  these 
provisions  provides  leads  which  aid  us  in  delecting  hidden  assets  and  underreporting  and 
nonreporting  of  income  that,  in  tiuii.  assist  us  in  olu'  efforts  to  collect  unpaid  taxes. 
Although  ciurency  transaction  reports  are  often  equated  with  illegal  activities,  this 
information  is  also  helpful  in  identifying  those  individuals  or  entities  who  fail  to  report 
income  derived  from  legal  sources  or  who  fail  to  file  returns  at  all. 
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Currency  transactions  within  the  United  States  and  internationally  can  be 
indicative  of  tax  law  violations,  as  well  as  other  financial  crimes.   As  with  other  areas  of 
tax  law  noncompliance,  prosecution  alone  will  not  solve  the  problem.    Rather,  it  requires 
a  Servicewide  effort  that  combines  resources  and  sanctions,  both  civil  and  criminal.   To 
this  end,  the  IRS  has  designed  a  plan  to  achieve  the  following  goals: 

•  To  ensure  compliance  with  currency  transaction  reporting  requirements; 

•  To  ensure  that  the  information  received  is  both  accurate  and  usable;  and 

•  To  use  this  information  to  improve  compliance  with  the  tax  laws. 


II.         COMPLIANCE  WITH  REPORTING  REQUIREMENTS 

The  IRS  has  been  delegated  civil  and  criminal  enforcement  responsibilities  for 
certain  aspects  of  the  Bank  Secrecy  Act.   The  IRS  Examination  function  has  civil 
jurisdiction  over  nonbank  financial  institutions  (NBFIs),  and  it  is  responsible  for  ensuring 
that  NBFIs  comply  with  the  reporting  and  recordkeeping  provisions  of  the  Bank  Secrecy 
Act.    Examination  has  a  three-fold  strategy  to  improve  NBFl  reporting  compliance:  (1) 
identify  NBFIs;  (2)  educate  NBFIs  on  reporting  requirements;  and  (3)  conduct 
compliance  checks  to  assess  and  enforce  compliance.   The  identification  of  NBFIs  has 
been  a  difficult  endeavor  because  they  exist  in  large  numbers,  a  variety  of  forms,  and 
often  are  transient  in  nature.   As  a  result  of  Examination's  efforts  to  identify  NBFIs,  the 
initial  1989  inventory  of  9,000  NBFIs  increased  to  more  than  38.600  NBFIs  by  June  30, 
1994  --  about  a  330  percent  increase.   The  NBFIs  are: 

Currency  Exchangers 

Check  Cashers 

Issuers  of  Money  Orders 

Transmitters  of  Funds  Abroad 

Telegraph  Companies 

Casinos 

Domestic  Agents  of  Foreign  Banks 

Unregulated  Banks/Credit  Unions 

(In  the  future,  the  ability  to  identify  money  transmitting  businesses,  such  as  NBFIs,  will 
be  enhanced  by  their  registration  requirements  included  in  the  Community  Development 
Banking  Act  Congress  just  passed  that,  at  this  time,  is  awaiting  the  President's  signature.) 

The  second  part  of  Examination's  strategy  calls  for  educating  the  NBFIs  about  the 
reporting  and  recordkeeping  requirements  and  responsibilities.    Examination  has 
increased  awareness  through  mass  outreach,  targeted  industry  outreach,  and  one-on-one 
contacts  during  compliance  checks.   To  date.  Examination  has  commimicated  with 
numerous  business  organizations,  practitioner  groups,  and  professional  organizations.    As 
part  of  our  efforts  to  increase  compliance,  the  IRS  attended  the  annua!  conventions  of 
the  National  Association  of  Check  Cashers  and  the  Money  Transmitters  Regulators 
Association.   The  IRS  also  provides  information  for  publication  in  business  and  trade 
association  newsletters  and  magazines. 

Working  with  Treasury,  the  IRS  has  established  an  electronic  information 
"bulletin  board"  to  provide  online  current  information  on  currency  transaction  reporting 
and  financial  recordkeeping  regulations  and  procedures  to  banks  and  NBFIs.   This 
enables  the  IRS  to  quickly  communicate  reminders  and  to  provide  answers  to  commonly 
asked  questions,  facsimiles  of  CLirrent  reporting  forms,  and  timely  updates  with  changes 
in  the  reporting  requirements. 

The  third  part  of  Examination's  strategy  is  to  conduct  compliance  checks.    A 
compliance  check  is  the  review  and  inspection  of  a  business'  books,  records  and  internal 
controls  set  up  to  document  currency  transactions.   Compliance  checks  are  generally 
initiated  on  current  years  and  can  occur  with  or  without  prior  notification.    Our 
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experience  involving  NBFIs  --  especially  check  cashers  --  reveals  that  they  frequently  fail 
to  maintain  adequate  records  documenting  ciurency  transactions,  thereby  increasing  the 
difficulties  our  examiners  face  when  verifying  compliance  with  currency  transaction 
reporting  requirements. 

Our  commitment  to  improving  compliance  with  the  currency  transaction  reporting 
requirements  is  reflected  in  the  increased  staffing  that  has  been  devoted  to  compliance 
checks  of  NBFIs  every  year  since  FY  1989.    For  FY  1994,  298  staffyears  to  date  have 
been  devoted  to  NBFI  compliance  checks  versus  169  staffyears  in  FY  1993  --  a  76 
percent  increase.    In  the  five  years  since  FY  1989,  the  IRS  has 

dramatically  increased  the  resources  devoted  to  NBFI  compliance  from  69  staffyears  to, 
as  of  the  end  of  July,  298  staffyears  --  a  217  percent  increase. 

Title  31  NBFI  compliance  checks  totaled  3350  during  FY  1992  and  increased  to 
3401  in  FY  93.   The  increased  staffing  resulted  in  approximately  6,500  Title  31  NBFI 
compliance  checks  through  July  1994.    Examination  continues  to  focus  its  resources  on 
those  NBFIs  with  the  highest  potential  for  non-compliance.    Also  additional  guidance 
was  provided  to  IRS  field  agent  personnel  to  enhance  the  quality  of  these  checks, 
including  interviewing  and  auditing  techniques.    As  a  result,  more  recent  compliance 
checks  are  taking  longer  to  complete. 

In  addition  to  its  responsibilities  for  NBFIs  under  the  Bank  Secrecy  Act, 
Examination  is  also  responsible  for  ensuring  that  trades  and  businesses  comply  with  the 
reporting  requirements  of  IRC  section  60501. 

During  the  last  appearance  before  this  Subcommittee,  the  Service  testified  that 
efforts  with  respect  to  .section  60501  centered  on  compliance  "sweeps."   The  1991 
compliance  sweeps  started  in  late  1990  as  local  district  initiatives  and  evolved  into  the 
nationwide  Coordinated  Compliance  Efforts  of  November  1991.   These  .sweeps  began 
with  over  800  radio,  television,  and  newspaper  interviews,  as  well  as  direct  mailings  to 
distribute  over  112,000  pieces  of  educational  literature.    Following  this  media  campaign, 
compliance  checks  were  performed  on  over  5,400  businesses  resulting  in  the  filing  of 
delinquent  Forms  8300  and  the  recommendation  of  civil  penalties. 

As  a  part  of  the  Coordinated  Compliance  Efforts,  Criminal  Investigation  Division 
(CID),  recognizing  the  need  for  stepped  up  efforts  in  criminal  enforcement  of  section 
60501,  initiated  "Operation  Big  Ticket".    During  FY  1991,  CID  began  a  .series  of 
undercover  investigations  nationwide  which  focused  on  automobile  dealers  who  sold 
automobiles  to  narcotics  traffickers  for  cash  without  filing  the  requisite  Forms  8300. 
Through  June  1994,  "Operation  Big  Ticket"  involved  98  undercover  investigations  which 
resulted  in  seventy  eight  convictions  or  guilty  pleas  to  violations  of  section  60501  and  the 
Title  18  money  laundering  offenses,  and  the  seizure  of  over  1  million  dollars  in  currency 
and  other  material  assets.    (Many  of  you  may  recall  our  efforts  involving  Washington 
area  automobile  dealerships.) 

There  has  been  an  annual  increase  in  Form  8300  filings  through  calendar  year 
1992.    However,  the  mo.st  dramatic  increases  in  filings  occurred  in  calendar  years  1991 
and  1992.  Form  8300  filings  for  calendar  year  1991  increased  by  129  percent  over 
calendar  year  1990  while  calendar  year  1992  filings  increased  by  99  percent  over 
calendar  year  1991.   This  significant  increase  in  filings  may  be  the  direct  result  of  the 
coordinated  compliance  sweeps  which  drew  national  attention  in  the  business  community. 
Examination  will  conduct  over  5,500  compliance  checks  of  busines.ses  in  FY  1993  and  FY 
1994  combined. 

In  calendar  year  1993,  filings  of  Form  8300  decreased  slightly  --  from  142,500  to 
137.000;  a  3.8  percent  decrease.    Projected  filings  for  calendar  year  1994  indicate  another 
decrea.se  of  1.7  percent.   The  decrease  in  filings  in  these  two  years  indicates  that 
maintaining  and  improving  compliance  with  the  currency  reporting  requirements  requires 
the  combined  efforts  of  all  functions  of  the  IRS.    Compliance  with  these  provisions 
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appears  to  be  greatly  influenced  by  IRS  actions.    Specifically,  nationwide  coordinated 
efforts  consisting  of  education  followed  by  civil  and  criminal  enforcement  result  in 
enhanced  filings  of  currency  transaction  reports.   Thus,  another  coordinated  compliance 
effort  is  planned  for  1995  with  the  same  focus  as  the  "sweep"  conducted  in  November 
1991  --  education  and  enforcement. 

In  addition  to  the  efforts  described  above,  this  year.  Examination  has  established 
the  new  position  of  compliance  officer.   These  compliance  officers  will  be  devoting  their 
full  time  to  conducting  compliance  checks  of  busine.sses  to  ensure  compliance  with  the 
currency  transaction  reporting  requirements  of  the  Bank  Secrecy  Act  and  IRC  section 
60501.    Personnel  selected  for  these  positions  receive  .special  training  on  how  to  conduct 
compliance  checks.    In  June  and  July  1994,  we  trained  112  people  selected  for  these 
positions,  and  we  anticipate  having  150  compliance  officers  by  the  end  of  the  year. 


III.       EFFORTS  TO  IMPROVE  THE  ACCURACY  OF  CURRENCY  TRANSACTION 

REPORTS 

In  order  for  currency  transaction  reports  filed  under  the  BSA  and  IRC  section 
60501  to  be  useable  in  tax  compliance  efforts,  as  well  as  other  law  enforcement  efforts, 
the  reports  must  contain  complete  and  accurate  information.   The  IRS  Detroit 
Computing  Center  maintains  the  Currency  and  Banking  Retrieval  System  (CBRS)  which 
contains  all  of  these  currency  transaction  reports.   Approximately  5,000  IRS  personnel 
have  passwords  and  are  trained  to  access  the  databa.se  for  use  by  CID  and 
Examination  for  their  program  responsibilities.    In  addition,  the  Detroit  Computing 
Center  provides  Bank  Secrecy  Act  data  from  the  CBRS  to  U.S.  Customs  and  FinCEN. 

At  the  hearing  two  years  ago,  the  IRS  reported  that  the  Detroit  Computing 
Center  estimated  that  20  percent  of  the  currency  transaction  reports  received  could  not 
be  used  because  they  did  not  include  an  accurate  taxpayer  identification  number.    In 
1993,  the  Detroit  Computing  Center  began  a  new  program  to  validate  the  name  and 
identification  number  received  on  currency  transaction  reports,  immediately  upon  receipt 
at  the  Center.    Perfecting  these  documents  is  a  slow,  labor  intensive,  but  neces.sary 
process.   As  a  result,  20  full-time  employees  have  been  allocated  to  the  Center  in  FY 
1995  for  document  perfection.    Becau.se  accurate  information  is  essential,  Detroit 
corresponds  with  businesses  to  request  additional  information  when  the  currency  reports 
are  either  inaccurate  or  incomplete,  as  well  as  utilizes  other  IRS  information  to  perfect 
these  documents.    As  a  re.sult,  error  rates  have  decreased  significantly.    In  calendar  year 
1993,  CTRs  had  a  13  percent  error  rate;  Form  8300s  had  a  29.8  percent  error  rate;  and 
casino  documents  (CTRCs)  had  a  30.1  percent  error  rate.   Through  May  1994,  these 
error  rates  have  decreased  to  9.8  percent  for  CTRs;  26.2  percent  for  Form  8300  and  23.6 
percent  for  CTRCs.    In  addition,  the  Detroit  Computing  Center  has  as.sessed  $43,200  in 
penalties  through  August  1994,  for  incorrect/incomplete  filings  of  Forms  8300. 

Another  initiative  which  began  in  October  1993  was  providing  banks  and  other 
financial  institutions  with  the  ability  to  electronically  file  currency  transaction  reports. 
Our  experience  with  the  electronic  filing  of  other  information  documents,  such  as  W-2s 
and  1099s,  shows  that  electronic  filing  of  these  types  of  documents  greatly  enhances  the 
accuracy  of  the  reported  data  and  the  speed  at  which  the  data  can  be  collected  and 
disseminated.   Through  May  1994,  532  banks  are  filing  CTRs  magnetically  versus  456 
banks  a  year  ago.    Fifty  percent  of  all  CTRs  received  by  the  IRS  are  from  the  banks. 
This  increased  use  of  electronic  filing  dramatically  reduces  the  processing  time,  resource 
and  cost  burden  for  both  the  financial  institutions  and  the  IRS. 
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IV.        UTILIZATION  OF  CURRENCY  TRANSACTION  REPORTS 

A.         Systemic  Use  of  CBRS  Data 

In  our  previous  testimony,  we  noted  that  the  Service  needed  to  improve  the 
systemic  use  of  currency  transaction  reports.   To  accomplish  this,  an  internal  taste  force   • 
-  known  as  the  Multi-Functional  CompUance  Team  --  comprised  of  IRS  compliance 
functions  was  established  at  the  Detroit  Computing  Center.   The  mission  of  this  task 
force  is  to  identify  ways  to  integrate  the  use  of  CBRS  data  Servicewide. 

One  of  the  first  accomplishments  of  the  Team  was  to  standardize  the  CBRS 
reports  issued  regularly.    Input  from  all  users  of  CBRS  data  resulted  in  the  following 
standard  reports: 

•  High  Dollar  Forms  <S300 

•  High  Dollar  Casino  Reports 

•  Report  of  matching  CBRS  data  to  Examination  inventory 

•  Suspicious  Transaction  Report 

•  CTR/(S30()  Comparison  Reports  on  Certain  Types  of  Businesses  (this 
matches  Forms  8300  filed  by  certain  retail  businesses  to  the  CTRs  filed  by 
their  respective  banks) 

•  CTR/NBFl  Comparison  Report  (this  matches  CTRs  filed  by  NBFls  to  the 
CTRs  filed  by  the  NBFls  bank) 

•  Report  of  matching  CBRS  data  to  Criminal  Investigation  Inventory  . 

Our  experience  with  Forms  W-2  and  1099  shows  that  the  automatic  matching  of 
information  documents  to  other  IRS  data,  such  as  income  tax  returns,  is  the  most 
effective  use  of  information  documents.    Matching  ensures  that  field  cases  are 
appropriately  flagged  to  denote  CBRS  activity,  if  present.   The  automatic  and  periodic 
flagging  of  open  cases  in  inventory  ensures  that  CBRS  data  is  considered  by  the 
compliance  personnel  assigned  to  a  particular  case.   This  matching  program  is  useful 
because  it  does  not  require  compliance  personnel  to  query  the  CBRS  database  every 
time  they  are  assigned  a  new  ca.se.   To  date,  the  following  matching  programs  are 
utilized: 

•  Criminal  Investigation  inventory  is  matched  semi-annually 

•  Examination  field  and  .service  center  correspondence  inventory  is  matched 
quarterly 

•  Collection  delinquent  account  inventory  is  matched  on  a  district-by-district 
basis 

In  addition  to  these  program.s,  district-by-di.strict  matches  of  master  file 
information  to  CBRS  data  are  conducted  to  target  potential  non-filers  and 
underreporters. 

Our  field  personnel  have  provided  positive  feedback  on  the  utility  of  these 
matching  reports.    For  example,  the  Cleveland  District  identified  a  taxpayer  who  was 
using  embezzled  funds  to  gamble,  resulting  in  a  $120,000  tax  deficiency.   The 
Indianapolis  District  identified  20  nonfilers;  one  of  which  was  not  on  our  master  file  at 
all,  but  was  located  through  the  telephone  book.   The  Baltimore  District  has  found  that 
56  percent  of  the  taxpayers  listed  in  the  high  dollar  cS300  and  casino  reports  carry  a  high 
probability  of  audit  adjustment. 

Beginning  in  FY  1992,  the  IRS  began  a  nationwide  effort  to  address  nonfilers 
through  education  and  outreach,  as  well  as  enforcement.    CBRS  data  was  systemically 
used  to  develop  the  nonfiler  cases  that  were  identified  for  enforcement.    When  the 
examiner  received  the  case  for  contact,  CBRS  data,  if  present  for  the  nonfiler,  was 
automatically  included  in  the  case  file.    Ca.se  file  instructions  requested  examiners  to 
complete  a  checksheet  on  the  usefulness  of  the  CBRS  data  in  addressing  the  nonfiling. 
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Through  May  1994,  we  have  received  over  83,000  checksheets  which  indicate  that  CBRS 
information  was  available  in  5,016  cases.    In  those  5,016  cases,  examiners  indicated  that 
it  was  beneficial  in  2,661  cases;  it  resulted  in  an  adjustment  in  1,884  cases;  it  assisted  in 
helping  to  locate  assets  in  619  cases  and  it  was  useful  in  helping  to  locate  the  taxpayer  in 
1.954  cases. 


B.         Use  in  Criminal  Enforcement 

Criminal  investigation  (CID)  has  extensively  utilized  the  currency  transaction 
reports  to  identify  potential  investigations  and  to  enhance  its  existing  investigations. 
Initially,  these  reports  were  used  in  those  cases  involving  illegal  income,  especially 
narcotics  trafficking.   The  use  of  the  currency  reporting  data  has  proven  invaluable  for 
tracking  the  flow  of  unreported  narcotics  income  from  the  sale  of  the  drugs,  through  the 
money  launderers,  to  the  purcha.se  of  luxurious  as.sets  by  the  traffickers.    Presently,  CID 
uses  these  reports  in  cases  involving  both  legal  income,  as  well  as  illegal  income,  to  trace 
the  flow  of  unreported  income  from  whatever  source  to  the  purchase  of  material  assets 
by  nonfilers  and  tax  evaders. 

Potential  tax  and  money  laundering  cases  are  often  developed  by  the  Criminal 
Investigation  Branch  at  our  service  centers.    One  specific  example  of  a  Form  8300 
Compliance  Project  was  started  in  1993  by  the  Kansas  City  Service  Center.    A  list  of 
potential  Form  8300  filers  was  compiled  based  on  businesses  most  likely  to  have  cash 
tran.sactions  over  .$10,000  (e.g.,  automobile,  boat,  and  recreational  vehicle  dealers, 
jewelers,  furriers,  real  estate  firms,  etc.).  This  list  was  then  matched  against  the  currency 
transaction  report  data  from  the  CBRS  database.    A  total  of  843  businesses  and 
individuals  were  identified  as  having  CTRs  filed  but  no  Form  8300  filings.   The  IRS 
mailed  out  information  packages  to  these  entities  containing:    1)  a  letter  of  reminder 
regarding  the  filing  requirements  of  cash  transactions  and  a  list  of  specific  dates  and 
amounts  of  deposits  the  business  is  requested  to  explain;  2)  a  blank  Form  8300;  and  3) 
Publication  1544,  Reporting  Cash  Payments  of  Over  $10,000,  which  includes  an 
explanation  that  cash  includes  certain  monetary  instruments,  whether  or  not  in  bearer 
form.   As  of  September  1,  1994,  432  responses  have  been  received,  either  written  or 
telephonic,  and  over  111  delinquent  Forms  8300  have  been  received  reporting  over  S2.4 
million  in  currency  tran.sactions.    After  analysis  of  the  responses,  147  referrals  were  made 
to  CID.    Mo.st  of  the  referrals  were  reviewed  by  CID  and  forwarded  to  Examination  as 
potential  leads  for  the  upcoming  compliance  sweeps.   This  is  only  one  example  of  the 
many  ongoing  projects  nationwide. 

The  currency  transaction  reports  which  are  on  the  CBRS  are  not  the  only 
methods  CID  uses  to  uncover  possible  money  laundering  and  criminal  tax  violations. 
CID  has  established  and  maintains  good  relationships  with  the  banking  community  and 
works  jointly  with  this  community  to  provide  education  and  training  on  the  Bank  Secrecy 
Act  requirements.   This  has  resulted  in  banks  and  other  financial  institutions  contacting 
CID  directly  with  information  concerning  suspicious  tran.sactions  and  behavior.   These 
leads  have  been  valuable  to  CID  not  only  in  their  money  laundering  investigations,  but 
also  in  detecting  other  tax  violations,  such  as  filing  fraiid  schemes. 

One  recent  example  in  which  our  financial  institution  training  efforts  paid 
dividends  occurred  in  Oklahoma  City.    In  this  instance,  three  banks  whose  employees 
had  received  training  at  a  BSA  Reporting  Seminar  from  IRS  Criminal  Investigation 
Division  .separately  provided  information  on  suspicious  events  occurring  on  or  about  the 
same  date.   These  suspicious  transaction  leads  were  instrumental  in  the  detection  of  a 
major  international  heroin  smuggling  organization  which  was  laundering  its  profits  by 
using  "smurfs"  to  structure  their  currency  transactions  by  purchasing  multiple  cashiers 
checks  under  .S  10,000.   The  "smurf.s"  purcha.sed  212  cashiers  checks  in  Oklahoma  City 
and  Houston  totalling  in  excess  of  $1.2  million  over  a  26  day  period  and  then  deposited 
the  cashier's  checks  into  the  same  account  at  a  U.S.  branch  of  a  foreign  bank.   The 
purchaser  admitted  the  cashier's  checks  represented  a  small  part  of  the  proceeds  from  a 
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shipment  of  heroin  to  the  United  States.    This  information  led  to  the  largest  heroin 
seizure  in  Oi<lahoma  history;  a  total  of  2h  pounds  valued  at  approximately  $17  million. 
It  also  netted  convictions  of  five  individuals  on  money  laundering  and  drug  related 
charges.    This  is  biit  one  of  the  many  leads  received  from  banks  that  obtained  successful 
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C.  Joint  Operations  and  Inter-agency  Cooperation 

CID  is  a  major  contributor  to  the  continued  success  of  the  Organized  Crime  Drug 
Enforcement  Task  Force  (OCDETF)  program  since  its  inception  in  the  early  1980's. 
The  OCDETF  program  utilizes  the  task  force  approach  to  combat  large  scale  illicit 
activities,  by  combining  law  enforcement  resources  at  all  levels.  Federal,  state,  and  local. 
The  OCEDTF  program  benefits  from  the  financial  investigative  expertise  of  CID's 
special  agents  and  the  ability  of  these  agents  to  disrupt  and  dismantle,  through 
investigation,  prosecution  and  asset  forfeiture,  the  nation's  major  narcotics  and  money 
laundering  organizations  in  conjunction  with  efforts  of  other  Federal,  state  and  local 
agencies  involved  in  the  program.   The  IRS  receives  many  requests  for  participation  in 
OCDETF  investigations  of  money  laundering  and  other  crimes.    Due  to  its  limited 
resources  and  specialized  expertise,  CID  participates  in  the  investigations  that  by  size, 
scope  and  complexity  require  the  "value  added"  financial  investigative  expertise  of  its 
special  agents.   The  targeted  use  of  CID's  expertise  and  resources  has  a  significant 
impact  on  the  overall  success  of  an  investigation,  both  in  criminal  prosecution  and  asset 
forfeiture. 

Some  of  OLir  current  money  laimdering  joint  initiatives  are: 

•  El  Dorado  Task  Force  -  New  York/New  Jersey  High  Intensity  Drug 
Trafficking  Area 

The  El  Dorado  Task  Force  includes  agents  and  officers  of  the  IRS,  US 
Customs,  US  Secret  Service,  New  York  Police  Department,  New  York 
State  Police,  New  York  County  District  Attorney's  Office,  and  numerous 
surrotmding  police  departments  and  District  Attorney's  Offices.    It  was 
formed  to  attack  the  money  laundering  problem,  and  it  will  continue  to 
attack  the  most  significant  drug  money  laundering  organizations  through 
local,  state,  and  Federal  partnerships  forming  the  most  progressive  anti- 
money  laundering  program  as  possible.    In  FY  1994,  the  El  Dorado  Task 
Force  was  responsible  for  55  arrests,  $8  million  in  seizures,  and  $2.5 
million  in  frozen  laundered  funds  subjected  to  seizure. 

•  Houston  Money  Laundering  Initiative  (HMLI) 

This  initiative  is  a  multi-agency  task  force  directing  its  investigative  efforts 
and  intelligence  resources  towards  the  tracing  of  illegal  drug  proceeds  and 
the  identification  of  money  launderers.    Full  time  participants  include  the 
IRS,  US  Customs,  Houston  Police  Department,  ATF,  US  Secret  Service, 
FBI,  DEA,  INS,  Texas  Department  of  Public  Safety,  Harris  County 
Sheriffs  Office  and  the  Texas  Banking  Commission.   Support  is  also 
provided  from  FinCEN,  Houston  Joint  Drug  Intelligence  Group  and 
others.    To  date,  this  initiative  has  seized  over  $33  million  in  currency;  over 
17,000  pounds  of  cocaine;  over  65,000  pounds  of  marihuana;  closed  11 
"Giros  Houses"  (check  cashers);  indicted  137  individuals  and  arrested  210 
individuals.    The  HMLI  has  shared  over  $15  million  with  state  and  local 
agencies. 
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•  Southwest  Border  High  Intensity  Drug  TrafTicking  Area  Task  Forces 

(HIDTA) 

The  Southwest  Border  HIDTA  Task  Forces  have  initiatives  that  are 
directed  at  the  narcotics/money  laundering  threat  along  the  Mexican 
border.   These  combined  initiatives  have  been  responsible  for  the  arrest  of 
more  than  4  "kingpins",  2  bankers,  1  Sheriff,  and  numerous  others; 
seizure  of  more  than  200  kilos  of  cocaine,  3  kilos  of  heroin,  and  3,680 
pounds  of  marihuana;  seizures  and  forfeitures  of  more  than  $11  million; 
and  seizure  of  extensive  amounts  of  assets  including  137  autos  of  an  auto 
dealership. 

Our  Criminal  Investigation  staffing  is  directed  toward  investigations  that  require 
the  financial  investigative  expertise  of  our  special  agents.   Special  agent  staffyears 
expended  in  the  money  laundering  area  have  increased.    In  FY  1992,  Criminal 
Investigation  applied  905  staffyears  to  money  laundering;  in  FY  1993  this  grew  to  948 
staffyears.    We  estimate  that  Criminal  Investigation  will  apply  over  1,000  staffyears  in  FY 
1994.   As  the  staffing  has  increa.sed,  the  number  of  investigations  and  prosecutions  has 
increased  as  well.    In  FY  1992,  2,04b  money  laundering  investigations  were  initiated  -- 
36  percent  of  the  total  investigations  initiated.    In  FY  1993,  2,127  investigations  were 
initiated  --  34  percent  of  the  total  investigations  initiated. 

Although  approximately  M)  percent  of  CID's  money  laundering  and  related  cases 
involve  narcotics  matters,  it  is  important  to  note  that  we  do  have  money  laundering 
efforts  in  non-narcotics  matters.    For  example,  a  U.S.  attorney  requested  CID  a.ssistance 
on  a  case  that  was  believed  to  involve  an  embezzlement  of  corporate  funds.   A  financial 
officer  for  a  Fort  Worth  insurance  company  issued  21  company  checks  worth  $1.03 
million  payable  to  a  trust  account.    He  deposited  the  checks  into  the  trust  account  and 
within  days  of  the  deposits,  he  tran.sferred  money  into  his  personal  account  at  another 
bank  --  .some  of  these  funds  were  used  for  personal  expenses.   The  IRS  recovered  all  the 
funds  and  succe.ssfully  prosecuted  the  individual  for  money  laundering. 

Our  experience  shows  that  money  launderers  and  tax  evaders  actively  seek  new 
and  novel  methods  to  eliminate  any  paper  trail.   Thus,  the  challenge  for  the  IRS,  as  well 
as  other  law  enforcement  agencies  is  that  much  greater.   To  meet  these  challenges. 
Criminal  Investigation  has  developed  a  computer  system  called  FOCUS.    FOCUS  is 
designed  to  provide  civil  and  criminal  tax  leads  by  using  artificial  intelligence  to  identify 
financial  pattern  anomalies  detected  from  commonly  accessed  computer  databases, 
including  the  CBRS  database.    Currently  the  system  is  being  tested  in  Oregon, 
Oklahoma,  Nebraska  and  Ohio.    After  testing,  it  will  be  available  nationwide.   Although 
FOCUS  is  specifically  designed  to  meet  the  needs  of  the  IRS,  minor  modifications  to  its 
logic  could  potentially  identify  illegal  activities  falling  within  the  jurisdiction  of  other  law 
enforcement  agencies.   Thus,  we  were  delighted  to  share  the  FOCUS  technology  with  the 
U.S.  Customs  Service  to  assist  in  the  identification  of  illegal  exports  of  U.S.  technologies. 
We  are  also  receiving  requests  from  other  agencies  for  information  on  the  use  of 
FOCUS. 


IV.        LEGISLATIVE  SUPPORT 

At  the  end  of  1991,  a  statutory  provision  expired  which  had  previously  permitted  the  IRS 
to  use  the  proceeds  generated  by  an  undercover  business  to  offset  operating  expenses  of 
that  undercover  business.    Since  that  time,  the  IRS'  ability  to  combat  money  laundering 
and  other  financial  crimes,  including  tax  evasion,  through  undercover  operations  has 
been  curtailed,  because  we  have  had  to  rely  only  on  appropriated  funds  to  cover  these 
expen.ses.   Without  either  additional  funding  or  reestablishment  of  the  offset  provisions, 
our  ability  to  continue  these  undercover  operations  will  suffer,  and  our  money  laundering 
and  tax  administration  efforts  will  be  severely  hampered. 
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IV.        CONCLUSION 

Money  laundering  is  a  dynamic  enterprise  that  requires  ever  evolving  prevention 
and  detection  efforts.   The  IRS  has  strong  programs  in  both  the  civil  arena,  through  the 
Examination  Division,  and  the  criminal  arena,  through  CID  to  detect  and  stop  money 
laundering.   The  IRS  is  committed  to  remain  on  the  cutting  edge  of  this  enforcement 
challenge  and  looks  forward  to  working  with  all  divisions  of  the  Department  of  Treasury, 
as  well  as  state  and  local  agencies  to  meet  the  challenges  that  money  laundering 
presents. 


Mr.  Chairman,  before  I  conclude  my  statement,  I  want  to  take  this  time  to 
recognize  your  outstanding  and  unwavering  support  of  the  Internal  Revenue  Service 
during  your  tenure  on  the  Ways  and  Means  Committee.   As  "our"  Chairman  of  this 
oversight  subcommittee,  your  consistent  concern  for  the  integrity  of  the  tax  system  and 
your  keen  appreciation  for  the  rights  and  interests  of  taxpayers  have  been  a  guiding  force 
in  the  many  initiatives  we  have  trndertaken  in  recent  years.    Your  willingness  to  be  both 
our  most  constructive  critic  and  our  most  aggressive  advocate  is  sincerely  appreciated  by 
all  of  us  at  the  Internal  Revenue  Service.    We  are  proud  of  our  strong  and  lasting 
relationship  with  you  and  your  subcommittee,  and  like  all  American.s,  we  owe  you  a  debt 
of  gratitude  for  the  insight  and  intensity  with  which  you  have  approached  the 
improvement  of  ;he  tax  system.    We  will  miss  you  and  wish  you  the  very  best. 

Mr.  Chairman,  my  colleagues  and  I  will  be  happy  to  answer  any  questions  you  and 
the  other  subcommittee  members  may  have. 
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Chairman  PiCKLE.  Well,  I  thank  you  very  much,  Commissioner, 
for  your  testimony  and  for  your  personal  remarks  about  my  service 
with  this  committee.  You  are  kind  in  saying  that,  and  I  appreciate 
it,  but  I  also  recognize  in  this  field  of  money  laundering  we  have 
a  long  way  to  go,  and  I  am  encouraged  by  the  testimony  of  Under 
Secretary  Noble  and  of  the  testimony  you  have  submitted  that  we 
are  putting  more  emphasis  or  more  focus  on  this  problem. 

But  our  committee  is  not  satisfied  in  many  respects  of  the  work 
that  has  been  accomplished.  We  know  new  efforts  are  being  made 
but  we  are  not  satisfied  at  all  that  we  have  this  problem  whipped 
because  we  have  not. 

First,  let  me  ask  Mr.  Hancock  if  he  has  any  questions. 

Mr.  Hancock.  Well,  Mr.  Chairman,  I  believe  you  will  agree  there 
are  a  lot  of  questions,  and  I  am  sure  Ms.  Richardson  will  agree 
there  are  a  lot  of  questions  about  just  what  we  can  do  about  this 
money  laundering  situation. 

In  fact,  it  seems  to  me  that  the  tax  law  itself  breeds  this  type 
of  activity.  As  the  tax  law  and  the  base  taxes,  and  the  rates,  get 
higher  and  higher,  there  is  going  to  be  more  of  it.  That  has  been 
documented  throughout  history,  ever  since  the  kings  of  Babylon.  So 
maybe  we  should  take  a  very  serious  look  at  Congressman  Armey's 
flat  tax,  where  we  get  it  down  to  where  there  is  not  that  much  ac- 
tual direct  benefit  from  the  money  laundering. 

But  a  couple  of  questions  that  I  would  like  to  get  on  the  record. 
Form  8300  filing  has  dropped  from  142,000  in  1992  to  137,000  in 
1993,  according  to  some  reports.  What  do  you  believe  caused  or  ac- 
counts for  the  drop  in  the  filings? 

Ms.  Richardson.  I  think,  Mr.  Hancock,  it  is  probably  a  combina- 
tion of  things  and  that  we  cannot  identify  any  one  particular  thing. 
But  I  think  as  Under  Secretary  Noble  pointed  out,  money 
launderers  are  getting  much  more  sophisticated.  They  know  what 
the  rules  are  as  well  as  any  one  of  us,  and  so  they  are  working  to 
try  to  structure  their  transactions  to  avoid  the  reporting  require- 
ments. 

I  think  we  also  recognize  that  when  we  have  stepped  up  our  en- 
forcement efforts,  particularly  our  so-called  sweeps,  that  we  have 
seen  the  numbers  increase  and  so  one  of  the  things  that  we  plan 
to  do  in  the  coming  year  is  step  up  education  efforts  and  also  plan 
to  conduct  some  compliance  sweeps  next  year,  like  we  did  in  1991. 

Mr.  Hancock.  Well,  there  was 

Ms.  Richardson.  I  would  also  like  to  say  that  I  suspect  that  if 
we  had  a  flat  tax  we  would  still  have  money  laundering  as  a  major 
problem.  So  I  think  that,  unfortunately,  people  who  are  bent  on 
doing  this  will  find  a  way  to  continue. 

Mr.  Hancock.  It  depends  on  the  rate  of  the  tax.  It  depends. 
When  money  laundering  can  develop  a  40  percent  return  compared 
to,  say,  a  17  percent  return,  then  there  is  more  incentive  to  launder 
the  money. 

Ms.  Richardson.  Mr.  Hancock,  you  also  had  a  question  for 
Under  Secretary  Noble  about  the  structure  of  some  of  the  different 
reporting  requirements.  We  have  provided  you,  and  I  think  all  the 
members  of  the  committee,  with  some  charts  that  I  think  help  walk 
you  through  some  of  the  various  provisions  and  how  they  operate. 
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because  they  are  somewhat  interrelated  and  I  must  say  very  con- 
fusing to  me  as  well  as  to  many  others. 

Chairman  Pickle.  Mr.  Hancock,  I  am  going  to  ask  that  the  Chair 
be  able  to  recognize  Mr.  Weise.  Both  of  those  individuals  are  due 
down  at  the  White  House  for  ceremonies  of  some  kind  and  then  we 
will  come  back  to  questions  if  we  have  time.  Is  that  agreeable  to 
you? 

Mr.  Hancock.  That  is  fine. 

Chairman  Pickle.  Well,  then,  I  will  recognize  Commissioner 
Weise  to  make  his  statement  and  then,  Commissioner,  we  will  ask 
for  any  members  to  ask  questions,  or  you  may  leave  at  that  point 
and  we  will  folio wthrough  with  any  additional  questions.  Before 
you  both  leave,  though,  I  want  you  to  make  your  statement  first. 

STATEMENT  OF  HON.  GEORGE  J.  WEISE,  COMMISSIONER,  U.S. 
CUSTOMS  SERVICE,  ACCOMPANIED  BY  JESUS  D.  "JESSIE" 
SALDIVAR,  CHIEF  INSPECTOR,  CONTRABAND  ENFORCE- 
MENT TEAM,  LAREDO  DISTRICT,  LAREDO,  TEX.,  AND 
VINCENT  "VINCE"  IGLIO,  GROUP  SUPERVISOR,  OFFICE  OF 
ENFORCEMENT 

Mr.  Weise.  Thank  you,  very  much,  Mr.  Chairman.  First  of  all, 
it  is  a  great — Chairman — excuse  me?  Are  you  ready  for  me  to  start, 
sir,  or  did  you  have 

Mr.  Chairman,  it  is  a  great  pleasure  to  be  here  today,  particu- 
larly in  this  particular  room,  where  I  spent  so  much  of  my  career, 
to  be  here  with  you  and  the  members  of  this  subcommittee  and  to 
respond  to  the  subcommittee's  concerns  about  our  efforts  at  the 
U.S.  Customs  Service  to  deal  with  the  money  laundering  problem. 

Accompanying  me  this  morning  is  Mr.  Jessie  Saldivar  from  the 
Office  of  Inspection  and  Control.  Mr.  Saldivar  is  the  Chief  Inspec- 
tor, Enforcement,  for  the  Laredo,  Tex.,  district  and  will  be  available 
to  respond  to  any  questions  you  may  have  concerning  bulk  cash 
smuggling  on  the  southern  border.  In  addition,  on  his  right,  Agent 
Vince  Iglio  from  the  Office  of  Enforcement  in  McAllen,  Tex.,  who 
is  prepared  to  brief  the  Subcommittee  on  operations,  one  of  our 
major  choza  rica,  one  of  the  most  important  money  laundering 
cases  to  date. 

However,  before  I  begin  to  address  this  issue,  Mr.  Chairman,  I 
want  to  join  in  on  behalf  of  the  U.S.  Customs  Service.  However,  be- 
fore I  address  this  issue,  Mr.  Chairman,  on  behalf  of  the  U.S.  Cus- 
toms Service,  I  would  like  to  extend  our  appreciation  to  you,  and 
express  our  admiration  for  all  that  you  have  accomplished  during 
your  long  and  distinguished  career.  Your  leadership  has  made  our 
job  at  Customs  much  easier  and  more  effective  than  it  might  other- 
wise have  been.  Without  your  support  over  the  years,  especially  for 
proenforcement  initiatives  such  as  those  contained  in  the  recent 
crime  bill.  Customs  would  not  be  as  effective  as  it  is  today  in  the 
fight  against  international  money  laundering. 

In  1994,  the  U.S.  Customs  Service  continues  to  be  a  major  player 
in  the  implementation  of  policies  designed  to  prevent  money  laun- 
dering. As  you  know,  these  policies  are  designed  by  the  Depart- 
ment of  Treasury,  and,  as  regards  the  creation  and  implementation 
of  our  antimoney  laundering  strategies.  Customs  views  itself  as  a 
proud  member  of  the  Treasury  team.  This  antimoney  laundering 
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partnership  between  Customs  and  Treasury  translates  into  a  com- 
mitment on  our  part  to  keep  Treasury  fully  apprised  regarding  our 
antimoney  laundering  initiatives  and  the  success  of  these  initia- 
tives, and  to  share  with  Treasury  both  the  lessons  we  have  learned 
and  the  intelligence  we  have  gathered. 

I  am  happy  to  report  today  that  this  agency  remains  well  pre- 
pared to  carry  out  all  of  these  responsibilities.  The  primary  respon- 
sibility for  carrying  out  the  antimoney  laundering  mission  at  Cus- 
toms rests  with  the  Office  of  Enforcement  and  the  Office  of  Inspec- 
tion and  Control;  however,  it  is  not  uncommon  for  Customs  to  de- 
vote a  broad  array  of  Customs'  disciplines,  talents,  and  resources 
to  the  agency's  antimoney  laundering  campaign. 

Our  mandate — as  it  is  dictated  by  law,  mission,  and  the  enforce- 
ment policies  of  the  service — is  to  disrupt  the  international  illegal 
cash  flow;  to  develop  undercover  and  overt  operations  to  prevent 
the  placement  of  those  criminally  generated  funds:  And  to  develop 
and  sustain  outreach  initiatives  that  allow  us  to  maintain  a  posi- 
tion of  global  leadership  as  regards  money  laundering  legislation 
and  compliance. 

You  asked  earlier,  Mr.  Chairman,  who  exactly  are  these  crimi- 
nals who  are  laundering  billions  of  dollars  every  year?  They  are 
drug  traffickers;  they  are  white-collar  criminals;  they  are  import- 
ers, freight-forwarders,  and  accountants  engaged  in  some  kind  of 
trade  fraud;  bankers,  bank  tellers,  corporate  managers,  CEOs,  and 
neighborhood  entrepreneurs  in  search  of  quick  and  easy  money. 

Chairman  Pickle.  Commissioner,  that  means  almost  everybody 
is  trying  to  get  in  this. 

Mr.  Weise.  We  have  covered  about  everybody,  Mr.  Chairman. 
Don't  have  any  Members  of  Congress  involved  at  this  point. 

Chairman  Pickle.  Well,  let  us  hope  not.  But  you  are  just  saying 
that  everybody  who  thinks  they  can  get  by  with  it  is  involved. 

Mr.  Weise.  That  is  exactly  right. 

But  no  matter  how  they  manage  to  acquire  their  illicit  assets  and 
currency,  whether  from  narcotics  or  nonnarcotics  related  crime, 
they  all  have  one  thing  in  common:  They  have  to  hide  the  money 
or  their  assets,  as  quickly  and  as  efficiently  as  possible. 

How  does  the  money  launderer  attempt  to  do  this?  In  some 
cases,  the  money  launderer  attempts  to  propel  his  criminally  gen- 
erated revenue  airectly  into  the  international  currency  system. 

Other  money  launderers  make  a  practice  of  exchanging  dirty  cur- 
rency for  legitimate  goods  and  services,  a  process  often  carried  out 
within  a  legitimate  or  apparently  legitimate  corporate  or  commer- 
cial environment. 

The  business  of  laundering  money,  in  these  cases,  becomes  a 
complex  and  sophisticated  one,  requiring  the  same  business  and  fi- 
nancial skills  that  in  the  legitimate  business  world,  regularly  send 
the  best  U.S.  executives,  managers,  and  financial  analysts  to  the 
tops  of  their  professions. 

Regardless  of  the  method  chosen  to  launder  illicit  currency,  how- 
ever, at  one  critical  point  in  the  process,  which  we  call  "the  place- 
ment stage,"  every  criminal  confronts  his  point  of  highest  risk.  This 
is  the  point  at  which  the  criminal  must  attempt  the  initial  place- 
ment of  his  dirty  currency  into  the  national  or  international  finan- 
cial   system.   At   no    other   point   in   the   process    will    the   money 
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launderer  be  so  exposed,  or  at  greater  risk  of  identification  and  ar- 
rest, and  it  is  for  this  reason  that  U.S.  Customs  and  law  enforce- 
ment agencies  around  the  world  are  now  targeting  this  placement 
phase  as  the  most  deserving  of  our  attention  and  resources. 

Let  me  provide  you,  Mr.  Chairman,  with  a  few  examples  of  the 
ways  the  money  launderer  tries  to  get  past  this  first  stage  in  the 
placement  process.  A  significant  amount  of  the  illicit  proceeds  U.S. 
Customs  seizes  is  generated  by  narcotics-related  activities,  as  one 
might  expect.  In  March  1993,  Customs  inspectors  in  Arizona  seized 
$1.5  million  which  had  been  secreted  the  side  panels  of  a  Volks- 
wagen van  heading  to  Mexico.  The  entire  $1.5  million  was  in  de- 
nominations of  twenties  or  less,  tens,  fives,  and  even  ones,  and  our 
agents  immediately  recognized  this  street  money  for  what  it  was, 
the  raw  proceeds  of  narcotics  sales. 

In  New  York  City,  Customs  agents  working  an  undercover  oper- 
ation identified  an  individual  working  out  of  Queens,  N.Y.,  who 
was  directing  his  private  army  of  smurfs  to  purchase  large  quan- 
tities of  money  orders  and  to  convert  small  bills  into  larger  denomi- 
nations. He  would  then  collect  the  Postal  money  orders  and  the 
large  bills  and  incorporate  them  into  bowling  balls  he  was  manu- 
facturing in  the  basement  of  his  home. 

Customs  agents  apprehended  the  launderer  in  his  home,  and 
confiscated  the  money  orders,  the  currency,  and  the  bowling  balls. 

In  April  1994,  a  recent  series  of  seizures  in  Miami  demonstrated 
both  our  commitment  to  the  elimination  of  money  laundering,  and 
our  commitment  to  using  a  cross-agency  approach  to  do  it.  An  out- 
bound currency  interdiction  team,  maae  up  of  inspectors  and  ca- 
nine enforcement  officers  using  currency  detector  dogs,  conducted 
an  examination  of  cargo  in  a  warehouse  near  the  Miami  Airport. 
The  team  discovered  bulk  currency  concealed  in  several  separate 
shipments  ready  for  export.  Total  amount  seized,  $13  million. 

Billions  of  dollars  of  illegal  revenue  is  generated  every  year  in 
the  United  States  by  nonnarcotic-related  crimes  as  well.  The 
Mizuno  investigation  in  Las  Vegas,  for  example,  was  based  on  the 
fraudulent  oversale  of  over  52,000  golf  memberships  in  Japan.  Al- 
though buyers  were  told  that  memberships  would  be  limited  to  no 
more  than  2,000  memberships.  Ken  Mizuno,  the  principal  bene- 
ficiary of  this  scheme,  sold  over  50,000  memberships  at  prices  of  up 
to  $50,000  each,  generating  hundreds  of  millions  of  dollars  in  in- 
come. As  word  of  the  overselling  began  to  leak  in  Japan,  Mizuno 
transferred  approximately  $242  million  to  the  United  States 
through  a  facade  of  bogus  business  loans  and  fictitious  remittances. 

To  date,  the  U.S.  Customs  Service  has  seized  assets  totaling  ap- 
proximately $108  million,  including  the  Indian  Wells  Country  Club 
in  Palm  Springs,  Calif;  the  Royal  Kenfield  Golf  Course  near  Las 
Vegas,  Nev.;  several  homes  in  California,  Nevada,  and  Hawaii;  lux- 
ury automobiles;  and  even  a  DC-9  aircraft. 

Finally,  one  of  the  largest  money  laundering  seizures  in  U.S.  his- 
toiy  occurred  when  Customs,  working  with  law  enforcement  offi- 
cials from  several  agencies,  successfully  concluded  Operation  Choza 
Rica,  a  special  undercover  operation  that  exposed  a  global  scheme 
that  made  use  of  nearly  every  form  of  money  laundering  known. 
This  was  an  important  case;  so  far.  Customs  has  seized  in  excess 
of  $40  million.  And  this  is  the  case  that  Special  Agent  Vince  Iglio 
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from  our  RAC  office  in  McAllen,  who  was  directly  involved  in  the 
pursuit  of  this  case,  will  brief  the  subcommittee  at  the  conclusion 
of  my  testimony. 

When  the  goal  is  to  move  bulk  currency,  the  criminal  often  opts 
for  a  simple  approach.  If  he  can  smuggle  the  currency  across  the 
southwest  boraer,  for  example,  all  he  has  to  do  then  is  turn  around, 
take  it  back  to  U.S.  Customs,  and  report  it. 

The  cash,  he  says,  comes  from  a  business  or  financial  institution 
in  Mexico,  and  is  going  to  a  bank  in  L.A.  Customs  records  the  ac- 
tivity, and  the  launderer  has  succeeded  in  legitimizing  the  cash. 
There  is  no  law  against  importing  or  exporting  money  as  long  as 
you  report  it. 

Bulk  currency  is  also  frequently  hidden  within  cargo,  and  some- 
times inside  an  assortment  of  ordinary  home  appliances,  in  micro- 
wave ovens,  washing  machines,  VCRs,  refrigerators,  and  TVs. 
These  same  appliances  serve  another  purpose  as  well  for  the 
money  launderer,  who  uses  his  dirty  currency  to  purchase  them 
wholesale  in  the  United  States,  and  then  exports  the  appliances. 
When  these  never-used  brand-name  appliances  hit  the  retail  mar- 
kets to  our  south,  customers  wind  up  with  some  phenomenal  bar- 
gains. Whirlpool  refrigerators,  top-of-the-line  VCRs  and  TVs  retail 
for  less  than  is  charged  by  the  competition,  because  unlike  the  le- 
gitimate retailer,  the  money  launderers  are  not  in  it  for  the  profit. 
They  are  more  interested  in  the  process  that  transforms  street 
money  into  legitimate  commercial  revenue. 

Now,  as  creative  as  these  approaches  sound,  these  scenarios  are 
still  oversimplifications.  In  reality,  the  invoices,  paper  trails,  and 
wire  transfers  are  generated  many  times  over  through  many  coun- 
tries. 

As  skillful  as  his  methods  have  become,  however,  for  the 
launderer  interested  in  smuggling  bulk  cash,  the  Customs 
antimoney  laundering  initiatives  have  proven  hard  lessons.  Time 
and  time  again,  the  launderer  has  been  forced  to  abandon  his  lat- 
est perfect  scheme  when  it  is  quickly  uncovered  by  Customs  and 
countered  by  another  strategic  response. 

In  the  early  days,  when  our  Customs  antimoney  laundering  ef- 
forts were  in  the  first  phase  of  development,  the  launderer  used  to 
arrive  at  Customs  carrying  bags  of  unconcealed  cash.  When  we 
began  questioning  passengers  about  the  currency  they  were  carry- 
ing, the  launderer  took  to  concealing  the  cash  in  his  bags.  When 
Customs  caught  on  to  these  concealment  techniques,  he  began  hid- 
ing currency  in  his  personal  effects,  in  cans  of  shaving  cream,  hair 
dryers,  teddy  bears,  and  the  like. 

Again,  Customs  followed  in  close  strategic  pursuit,  and  the 
launderer  was  forced  to  become  even  more  ingenious,  stowing 
unconcealed  and  then  concealed  currency  in  the  hold  baggage,  until 
our  pursuit  strategies  finally  compelled  him  to  attempt  to  conceal 
his  currency  within  the  shipments  of  legitimate  cargo  constantly 
moving  across  our  borders. 

The  money  launderer  simply  had  no  other  resort:  U.S.  Customs 
and  its  antimoney  laundering  initiatives  have  succeeded  in  increas- 
ing his  costs,  in  undermining  his  control  over  the  process,  and  in 
forcing  him  to  devise  ever  more  sophisticated  methods  of  legitimiz- 
ing his   criminal   proceeds.    But  as   ingenious   as   the   launderer's 
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methods  became,  the  fact  remains  that  every  time  this  criminal 
managed  to  get  better  at  his  job,  U.S.  Customs  got  better  at  ours. 
In  the  campaign  against  international  money  laundering,  U.S.  Cus- 
toms has  held  the  line,  and  this  is  in  itself  a  significant  victory. 

Customs  has  also  been  working  cooperatively  with  other  law  en- 
forcement agencies  (Federal,  State  and  local)  to  tackle  the  money 
laundering  problem.  We  have  existing  interagency  agreements  to 
coordinate  money  laundering  enforcement  activities  and  operations 
with  other  Federal  and  local  law  enforcement  agencies.  At  the  Fed- 
eral level,  these  cooperative  efforts  are  formally  governed  by  a 
Memorandum  of  Understanding  signed  by  the  Secretary  of  the 
Treasury,  the  Attorney  General,  and  the  Postmaster  General.  I 
might  add  that  a  supplemental  MOU  was  recently  revised  to  facili- 
tate the  conduct  of  international  money  laundering  investigations. 

Customs  also  actively  participates  in  the  high  intensity  drug  traf- 
ficking area,  or  HIDTA,  initiative,  a  national,  multiagency  antidrug 
and  money  laundering  effort.  This  task  force  approach,  with  its  em- 
phasis on  asset-sharing,  has  returned  hundreds  of  millions  of  dol- 
lars to  local  municipalities  throughout  the  United  States  for  their 
use  in  drug  education  and  demand  reduction  programs,  as  well  as 
for  direct  law  enforcement  use  and  support.  Two  of  the  Nation's 
five  HIDTAs  are  in  Texas,  in  Houston  and  along  the  rest  of  the 
southwest  border. 

The  Customs  Service  also  works  effectively  with  bank  regulators 
from  the  Office  of  the  Comptroller  of  the  Currency,  the  Federal  Re- 
serve, and  the  Office  of  Thrift  Supervision,  while  the  Customs  Fi- 
nancial Investigations  Division  coordinates  closely  on  all  money 
laundering  regulatory  and  policy  matters  with  Treasury's  Office  of 
Financial  Enforcement. 

Customs  provides  various  logistical,  investigative,  analytical,  and 
administrative  support  to  antimoney  laundering  programs  and  in- 
telligence endeavors  at  home  and  abroad,  to  the  international  po- 
lice. Treasury's  Financial  Crimes  Enforcement  Network,  CIA's 
Counter-narcotics  Center,  both  FBI's  regional  joint  drug  intel- 
ligence groups,  and  the  National  Drug  Intelligence  Center  as  well 
as  to  DEA's  Multiagency  Financial  Investigative  Center.  Inter- 
nationally, U.S.  Customs  has  also  established  a  reputation  as  a 
provider  of  quality  training  and  assistance  to  foreign  law  enforce- 
ment agencies. 

All  of  these  initiatives  are  strong  evidence  of  our  commitment  at 
Customs  to  improving  our  financial  enforcement  program.  Our  ef- 
forts to  develop  information  sources  through  our  outreach  program, 
and  our  growing  ability  to  use  legitimate  contacts  in  the  inter- 
national trade  community  to  support  undercover  operations  also  re- 
flect this  commitment,  as  does  the  creation  at  Customs  of  specially 
designated  asset  removal  teams. 

These  teams  target  the  assets  of  violators  before  an  arrest  takes 
place,  allowing  Customs  to  seize  these  criminal  assets  at  the  same 
time  that  we  make  the  arrest  and  before  the  violator  has  a  chance 
to  move  or  in  some  way  dispose  of  those  assets.  In  the  past,  this 
was  not  possible. 

Given  the  improvements  Customs  continues  to  make  in  our  fi- 
nancial enforcement  program,  one  would  expect  little  difficulty  in 
providing  reliable   performance   measurements.    However,   as  you 
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might  expect,  it  is  difficult  to  measure  the  quantitative  success  of 
any  enforcement  initiative  without  a  verifiable  estimate  of  the 
threat  involved. 

Nevertheless,  it  is  clear  that  the  Customs  antimoney  laundering 
initiatives  have  significantly  impacted  the  behavior  of  money 
launderers,  forcing  them  to  alter  tneir  concealment  techniques  and 
other  operational  methods  as  we  alter  our  pursuit  strategies.  At 
Customs,  therefore,  we  believe  that  it  is  possible  to  argue  from 
these  consequences  that  our  past  and  our  current  antimoney  laun- 
dering initiatives  have  worked,  and  continue  to  work  as  powerful 
deterrents  to  this  type  of  crime,  which  clearly  acknowledge,  how- 
ever, Mr.  Chairman,  that  the  problem  is  far  from  being  solved,  and 
we  have  much  more  to  be  done. 

Mr.  Chairman,  I  would  like  to  conclude  this  testimony  by 
reaffirming  our  commitment  at  Customs  to  the  elimination  of 
money  laundering  and  to  the  dismantling  of  the  criminal  infra- 
structure upon  which  it  is  based.  To  this  end,  it  is  our  intention 
at  Customs  to  build  on  the  antimoney  initiatives  presently  in  place 
and  to  mount  the  most  effective  and  comprehensive  antimoney 
laundering  campaign  in  history.  Naturally,  we  will  continue  to 
need  the  support  of  Congress  to  do  this. 

For  example,  we  will  need  to  receive  as  much  as  possible  of  the 
crime  bill  funding  authorized  for  Treasury  and  Customs,  funding 
that  includes  a  Customs  initiative  against  international  money 
laundering  organizations. 

Thanks  to  the  strong  support,  Mr.  Chairman,  that  we  continue 
to  receive  from  you,  and  from  this  subcommittee,  at  Customs,  we 
are  confident  that  we  can  indeed  achieve  the  goals  of  our  financial 
enforcement  program.  For  that,  Customs  and  I  will  always  be 
grateful. 

I  was  very  pleased  to  join  in  the  applause  with  others  in  this 
room  to  recognize  all  of  the  work  that  you  have  done.  And  as  some- 
one who  has  both  seen  not  only  the  work  as  it  was  coming  together 
but  having  the  opportunity  to  come  down  to  an  agency  to  see  the 
fruits  of  that  labor,  it  is  very  special  to  wish  you  good  luck  and 
good-bye. 

Your  leadership  has  made  our  job  at  Customs 

Chairman  PiCKLE.  Thank  you.  Commissioner  Weise. 

Mr.  Weise.  You  don't  want  to  interrupt  this  part,  Mr.  Chairman. 

Your  leadership  has  made  our  job  at  Customs  much  easier  and 
more  effective  than  it  might  otherwise  have  been.  Without  your 
support  over  the  years,  especially  for  pro  enforcement  initiatives, 
such  as  those  contained  in  the  recent  crime  bill.  Customs  would  not 
be  as  effective  as  it  is  today  in  the  fight  against  international 
money  laundering. 

Mr.  Chairman,  this  concludes  my  oral  presentation.  And  I  per- 
haps should  have  asked  at  the  beginning,  it  is  a  bit  of  a  summary 
from  my  full  statement,  and  I  would  ask  that  my  entire  statement 
be  submitted  for  the  record. 

Chairman  Pickle.  Without  objection,  so  ordered. 

[The  prepared  statement  follows:] 
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STATEMENT  BY  COMMISSIONER  GEORGE  J.  WEISE 

TO  SUBCOMMITTEE  ON  OVERSIGHT, 

HOUSE  WAYS  AND  MEANS  COMMITTEE 

SEPTEMBER  20,  19  94 

Mr.  Chairman,  it  is  a  pleasure  to  be  here  today  and  to  have  a 
chance  to  respond  to  the  Subcommittee's  concerns  about  our 
efforts  at  Customs  to  eliminate  money  laundering.   However, 
before  I  address  this  issue,  Mr.  Chairman,  on  behalf  of  the  U.S. 
Customs  Service,  I  would  like  to  extend  our  appreciation  to  you, 
and  express  our  admiration  for  all  that  you  have  accomplished 
during  your  long  and  distinguished  career.  Your  leadership  has 
made  our  job  at  Customs  much  easier  and  more  effective  than  it 
might  otherwise  have  been.  Without  your  support  over  the  years, 
especially  for  pro-enforcement  initiatives  such  as  those 
contained  in  the  recent  Crime  Bill,  Customs  would  not  be  as 
effective  as  it  is  today  in  the  fight  against  international  money 
laundering. 

As  Undersecretary  Noble  just  stated,  the  Department  of  the 
Treasury  has  primary  responsibility  for  the  formulation  and 
execution  of  domestic  and  international  economic,  financial,  tax 
and  fiscal  policies,  policies  which  impact  the  supervision  and 
direction  of  domestic  and  international  finance,  banking  and 
related  economic  matters.   It  is  therefore  the  obligation  of  the 
Department  of  the  Treasury  to  work  aggressively  to  ensure  the 
stability  of  U.S.  financial  systems  and  to  deny  any  criminal 
enterprise  access  to  such  systems . 

In  1994,  the  U.S.  Customs  Service  continues  to  be  a  major  player 
in  the  implementation  of  policies  designed  to  prevent  money 
laundering.   As  you  know,  these  policies  are  designed  by  the 
Department  of  Treasury,  and,  as  regards  the  creation  and 
implementation  of  our  anti-money  laundering  strategies.  Customs 
views  itself  as  a  proud  member  of  the  Treasury  "team."   This 
anti-money  laundering  partnership  between  Customs  and  Treasury 
translates  into  a  commitment  on  our  part  to  keep  Treasury  fully 
apprised  regarding  our  anti7money  laundering  initiatives  and  the 
success  of  these  initiatives,  and  to  share  with  Treasury  both  the 
lessons  we  have  learned  and  the  intelligence  we  gather. 

I  am  happy  to  report  today  that  Customs  is  well  prepared  to  meet 
all  of  these  responsibilities  and  obligations,  including  the 
primary  responsibility  for  the  investigation  of  money  laundering. 
Our  mandate,  as  it  is  dictated  by  law,  mission  and  the 
enforcement  policies  of  the  Service,  is  to  disrupt  the 
international  illegal  cash  flow;  to  develop  undercover  and  overt 
operations  to  prevent  the  "placement"  of  those  criminally 
generated  funds;  and  to  develop  and  sustain  outreach  initiatives 
that  allow  us  to  maintain  a  position  of  global  leadership  as 
regards  money  laundering  legislation  and  compliance. 

The  primary  responsibility  for  carrying  out  this  Customs  mission 
rests  with  the  Customs  Offlie  of  Enforcement  and  the  Office  of 
Inspection  and  Control.  Witiiih  the  Office  of  Enforcement,  there 
currently  exists  27  offices  of  the  Special  Agent  in  Charge,  and 
22  overseas  Customs-  Attache  or  Senior  Customs  Representative 
offices,  all  of  which  are  staffed  with  Special  Agents  (criminal 
investigators)  and  support  personnel.   These  field  offices 
initiate  investigations  and  enforcement  activities  in  response  to 
a  variety  of  crimes,  including  smuggling,  child  pornography, 
cargo  theft,  narcotics,  terrorism,  unlicensed  munitions  and 
critical  technology  export,  contraband  importation,  fraud  and 
corresponding  Bank  Secrecy  Act  and  Money  Laundering  Control  Act 
violations.   These  same  field  offices  also  respond  to  illegal 
activities  linked  to  powerful  criminal  organizations. 

The  Office  of  Inspection  anc'  Control  consists  of  approximately 
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6,600  inspectors  with  responsibility  for  both  inbound  and 
outbound  operations.   Outbound  operations  concentrate  on  the 
examination  of  departing  persons,  baggage,  cargo  and  conveyances 
as  a  means  of  enforcing  U.S.'  laws  and  regulations. 

As  productive  as  the  efforts  of  these  offices  are,  the  challenge 
posed  for  Customs  by  the  criminal  money  launderer  and  the 
laundering  networks  is  equally  compelling.   It  is  my  intention 
today  to  outline  that  challenge  for  this  Subcommittee,  as  well  as 
the  responses  to  it  that  are  currently  being  developed  and 
implemented  by  U.S.  Customs. 

After  my  testimony,  Mr.  Vince  Iglio  of  the  Office  of  Enforcement 
will  be  available  to  respond  to  any  questions  you  may  have 
concerning  Operation  CHOZA  RICA.   Mr.  Jesse  Saldivar  from  the 
Office  of  Inspection  and  Control  is  also  present,  to  answer  any 
of  your  questions  concerning  our  bulk  cash  smuggling  operations 
along  the  Texas  border.   Mr.  Saldivar  is  the  Chief  Inspector, 
Enforcement  for  the  Laredo  District.   As  the  Chief  Inspector  Mr. 
Saldivar  oversees  all  inbound  and  outbound  enforcement  throughout 
the  district.   He  has  made  numerous  seizures  of  bulk  currency 
being  smuggled  out  of  Texas  himself,  and  has  been  active  in 
outbound  currency  interdiction  since  the  inception  of  the  Laredo 
district's  program. 

WHO  IS  LAUNDERING  MONEY? 

Who  exactly  are  these  criminals  who  are  laundering  billions  of 
dollars  every  year?   They  are  drug  traffickers,  they  are  white- 
collar  criminals;  they  are  importers,  freight- forwarders ,  and 
accountants  engaged  in  some  ''ind  of  trade  fraud;  bankers,  bank 
tellers,  corporate  managers,  CEO's  and  neighborhood  entrepreneurs 
in  search  of  quick  and  easy  money.   But  no  matter  how  they  manage 
to  acquire  their  illicit  assets  and  currency,  whether  from 
narcotics  or  non-narcotics  related  crime,  they  all  have  one  thing 
in  common:   they  have  to  hide  the  money  or  their  assets,  as 
quickly  and  as  efficiently  as  possible. 

HOW  ARE  THEY  LAUNDERING  MONEY? 

How  does  the  money  launderer  attempt  to  do  this?   In  some  cases, 
the  money  launderer  attempts  to  propel  this  criminally  generated 
revenue  directly  into  the  international  currency  system.   Amounts 
that  sometimes  exceed  the  gJnP  of  whole  nations  are  ingeniously 
injected  into  the  internatiofiiil  banking  system,  after  which 
point,  the  process  is  extremely  difficult  to  stop.   Other  money 
launderers  make  a  practice  of  exchanging  dirty  currency  for 
legitimate  goods  and  services,  a  process  often  carried  out  within 
a  legitimate  or  apparently  legitimate  corporate  or  commercial 
environment.   The  "business"  of  laundering  money,  in  these  cases, 
becomes  a  complex  and  sophisticated  one,  requiring  the  same 
business  and  financial  skills  that,  in  the  legitimate  business 
world,  regularly  send  the  best  U.S.  executives,  managers  and 
financial  analysts  to  the  tops  of  their  professions. 

Regardless  of  the  method  chosen  to  launder  illicit  currency, 
however,  at  one  c:^j.tical  point  in  the  process,  at  what  we  call 
"the  placement  stage,"  every  criminal  confronts  his  point  of 
highest  risk.   At  no  other  point  in  the  process  will  the  money 
launderer  be  so  exposed,  or  kc    greater  risk  of  identification  and 
arrest.   And  it  is  for  thie!  :^eason  that  law  enforcement  agencies 
around  the  world  are  now  targeting  this  placement  phase  as  the 
most  deserving  of  their  attention  and  resources.   Let  me  provide 
you  with  a  few  examples  of  the  ways  the  money  launderer  tries  to 
get  past  this  first  stage  in  the  placement  process. 

A  significant  amount  of  the  illicit  proceeds  U.S.  Customs  seizes 
is  generated  by  narcotics-related  activities.   In  Miami,  New  York 
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and  on  the  Southwest  Border,  for  example,  Customs  has  succeeded 
in  identifying  and  seizing  huge  amounts  of  illegal  currency. 

In  March  of  1993,  Customs  inspectors  in  Arizona  seized 
$1.5  million  which  had  been  secreted  in  the  side  panels  of  a 
Volkswagen  van  heading  to  Mexico.   The  entire  $1.5  million  was  in 
denominations  of  $20  or  less,  tens,  fives  and  even  ones,  and  our 
agents  immediately  recognized  this  "street  money"  for  what  it 
was,  the  raw  proceeds  of  narcotics  sales. 

In  New  York  City,  Customs  agents  working  an  undercover  operation 
identified  an  individual  working  out  of  Queens,  New  York,  who  was 
directing  his  private  army  of  "smurfs"  to  purchase  large 
quantities  of  money  orders  and  to  convert  small  bills  into  larger 
denominations.   He  would  then  collect  the  postal  money  orders  and 
the  large  bills  and  incorporate  them  into  bowling  balls  he  was 
manufacturing  in  the  basement  of  his  home.   Customs  agents 
apprehended  the  launderer  in  his  home,  and  confiscated  the  money 
orders,  the  currency,  and  the  bowling  balls. 

In  Miami,  a  recent  series  of  seizures  demonstrates  not  only  our 
commitment  to  the  elimination  of  money  laundering,  but  also  our 
commitment  to  using  a  cross-functional  approach  to  do  it.   An 
outbound  currency  interdiction  team,  consisting  of  inspectors  and 
canine  enforcement  officers  using  currency  detector  dogs 
conducted  an  examination  of  cargo  in  a  warehouse  near  Miami 
airport .   The  team  discoverf'd  bulk  currency  concealed  in  air 
compressors  readied  for  export .   The  team  also  discovered  a 
separate  shipment  of  stereo  speakers  with  currency  secreted 
inside.   The  currency  from  the  two  seizures  totaled  $5.2  million. 

Special  agents  also  made  two  other  seizures,  worth  an  additional 
$5.2  million,  at  another  warehouse  location.   A  further  related 
seizure,  worth  $2.6  million,  was  made  by  an  inspector  who 
recognized  similarities  in  cargo  and  shipment  methods.   The  total 
realized  from  all  five  seizures  amounted  to  $13  million. 

Operation  PRIMERO  targeted  dne  of  the  largest  international  money 
laundering  organizations  of  the  Call  cartel,  which  at  that  time 
was  depending  on  wire  transfers  as  the  primary  tool  for  moving 
narcotics   proceeds.   Universal  De  Cambios,  a  wire  transfer 
business  in  Atlanta,  Georgia,  and  over  100  associated  businesses 
in  the  U.S.,  South  America  afid  Europe,  had  become  expert  at 
moving  substantial  amounts  of  narcotics-generated  revenue  into 
the  U.S.  and  international  financial  systems.   Undercover  Customs 
agents  successfully  infiltrated  one  of  the  laundering  businesses 
and  produced  evidence  leading  to  the  June  1994  federal  grand  jury 
indictment  of  six  members  of  the  Colombian  drug  cartel. 
The  investigation  also  generated  evidence  that  resulted  in  the 
arrest  of  91  individuals  in  France,  Spain  and  Italy  and  in  the 
seizure  of  approximately  $15  million  in  cash. 

Billions  of  dollars  of  illegal  revenue  is  generated  every  year  in 
the  U.S.  by  non-narcotic  related  crimes  as  well.   While  Customs 
continues  to  maintain  a  strong  financial  enforcement  program  to 
support  our  drug  smuggling  and  interdiction  responsibilities,  our 
expansive  law  enforcement  and  regulatory  mission  also  requires 
Customs  to  direct  its  attention  to  non-narcotics  money 
laundering,  and  to^the  seizure  of  currency  and  assets  derived 
from  trade  fraud,  smuggling  and  export  enforcement  violations 
(munitions  and  technology) .   In  these  instances,  investigations 
are  pursued  by  targeting  violators  at  the  highest  possible  level, 
and  by  dismantling  their  financial  infrastructure  and  the 
operational  systems  used  to  manipulate  illicit  proceeds. 

The  MIZUNO  investigation  in  Las  Vegas,  for  example,  was  based  on 
the  fraudulent  sale  of  over  52,000  golf  memberships  in  Japan. 
Ken  Mizuno  was  principal  berieficiary  in  this  scheme  to  oversell 
memberships  to  a  golf  course  in  Japan  that  he  was  constructing. 
Although  buyers  were  told  that  memberships  would  be  limited  to  no 
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more  than  about  2000  memberships,  Mizuno  sold  over  50,000 
memberships  at  prices  of  up  to  $50,000  each,  generating  hundreds 
of  millions  of  dollars  in  income.   As  word  of  the  overselling 
began  to  leak  in  Japan,  MizUno  transferred  approximately 
$242  million  to  the  U.S.  through  a  facade  of  bogus  business  loans 
and  fictitious  remittances  in  the  belief  that  he  could  convince 
authorities  in  Japan  and  the  U.S.  that  he  was  making  legitimate 
business  investments.   To  date,  the  U.S.  Customs  Service  has 
seized  assets  totaling  approximately  $108  million.   These  assets 
include  the  Indian  Wells  Country  Club  in  Palm  Springs, 
California;  Royal  Kenfield  Golf  Course  near  Las  Vegas,  Nevada; 
several  homes  in  California,  Nevada,  and  Hawaii;  luxury 
automobiles;  and  a  DC- 9  aircraft. 

Another  fraud  initiative.  Operation  Q-TIP  in  New  York,  was 
developed  to  investigate  entry  quota  and  transhipment  practices 
for  shipments  from  the  People's  Republic  of  China.   The  operation 
yielded  significant  results:   the  seizure  of  several  million 
dollars,  the  proceeds  of  illegal  activity,  held  in  bank  accounts 
opened  by  businesses  owned  by  entities  of  the  People's  Republic 
of  China. 

Finally,  one  of  the  largest  money  laundering  seizure  in  U.S. 
history  occurred  when  Customs,  working  with  law  enforcement 
officials  from  several  agencies,  successfully  concluded  OPERATION 
CHOZA  RICA,  a  special  undercover  operation  that  exposed  a  global 
scheme  that  made  use  of  nearly  every  form  of  money  laundering 
known.   This  was  an  important  case,  with  seizures  in  excess  of 
$40  million  so  far,  and  we  intend  to  provide  more  detail  on  it  to 
the  subcommittee  at  a  later  time. 

Suffice  it  to  say  that  OPERATION  CHOZA  RICA  proved  the  unlimited 
ingenuity  and  creativity  of  criminals  determined  to  launder  their 
profits.    When  the  goal  is  to  move  bulk  currency,  actual 
packages  or  , loads  of  cash  or  monetary  instruments,  the  criminal 
often  opts  for  a  simple  approach.   If  he  can  smuggle  the  currency 
across  the  Southwest  border,  for  example,  all  he  has  to  do  then 
is  turn  around,  take  it  back  to  U.S.  Customs  and  report  it.   The 
cash,  he  says,  comes  from  a  business  or  financial  institution  in 
Mexico,  and  it  is  going  to  a  well-known  bank  in  LA.   Customs 
records  the  activity,  and  the  launderer  has  succeeded  in 
legitimizing  the  cash.   There  is  no  law  against  importing  money 
as  long  as  one  reports  it . 

Bulk  currency  is  also  frequently  hidden  within  cargo,  and 
sometimes  inside  an  assortment  of  ordinary  home  appliances,  in 
micro-wave  ovens,  washing  machines,  VCR's,  refrigerators  and 
TV's.   These  same  appliances  serve  another  purpose  as  well  for 
the  money  launderer,  who  uses  his  dirty  currency  to  purchase  them 
wholesale  in  the  U.S.,  and  then  exports  the  appliances.   When 
these  never-used  brand-name  appliances  hit  the  retail  markets  to 
our  south,  customers  wind  up  with  some  phenomenal  bargains. 
Whirlpool  refrigerators,  top-of -the-line  VCR's  and  TV's  retail 
for  less  than  is  charged  by  the  competition,  because  unlike  the 
legitimate  retailer,  the  money  launderers  are  not  in  it  for  the 
profit:  they  are  more  interested  in  the  process  that  transforms 
street  money  into  legitimate  commercial  revenue. 

Currency  can  also  ^be  laundered  through  other  types  of  trade 
fraud:  false  invoicing  occurs  when  an  importer  has  a  supplier 
charge  him  $20  on  paper  for  a  $10  widget,  allowing  the  launderer 
to  export  $20,  and  launder  $10.   Another  scheme  has  a  phony 
businessman  using  a  fictitious  company  as  a  way  of  generating 
phony  invoices,  and  making  sales  to  non-existent  customers.   The 
dirty  money  is  used  to  pay  for  products  that  are  never  received 
or  sold,  and  at  the  same  time,  the  money  launderer  is  left  with  a 
significant  number  of  phony  IRS  deductions. 

As  creative  as  these  approaches  sound,  these  scenarios  are  still 
over-simplifications.  In  reality,  the  invoices,  paper  trails  and 
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wire  transfers  are  generated  many  times  over  through  many 
countries . 

HAVE  THERE  BEEN  ANY  CHANGES  IN  MONEY  LAUNDERING  METHODS? 

Indeed,  for  the  money  launderer,  the  Customs  anti -money 
laundering  initiatives  have  constituted  hard  lessons.   Time  and 
time  again,  the  launderer  has  been  forced  to  abandon  his  latest 
"perfect"  scheme  when  that  scheme  is  quickly  uncovered  by  Customs 
and  countered  by  another  strategic  response.   In  the  early  days, 
when  our  Customs  anti-money  laundering  efforts  were  in  the  first 
phase  of  development,  the  launderer  used  to  debark  his  plane  as 
casually  as  any  other  passenger,  carrying  bags  of  unconcealed 
cash.   When  we  began  questioning  passengers  about  the  currency 
they  were  carrying,  the  launderer  took  to  concealing  the  cash  in 
his  bags.   When  Customs  caught  on  to  these  concealment 
techniques,  the  launderer  "upped  the  ante,"  so  to  speak,  and 
began  hiding  currency  in  his  personal  effects,  in  cans  of  shaving 
cream,  hair  dryers,  teddy  bears  and  the  like.   Again,  Customs  was 
in  close  pursuit,  and  the  launderer  was  forced  to  become  even 
more  ingenious,  stowing  uncoHcdaled  and  then  concealed  currency 
in  the  hold  baggage,  until  our  pursuit  strategies  finally 
compelled  him  to  attempt  to  conceal  his  currency  within  the 
shipments  of  legitimate  cargd  constantly  moving  across  our 
borders.   The  money  launderer  simply  had  no  other  resort:  U.S. 
Customs  and  its  anti-money  laundering  initiatives  have  succeeded 
in  increasing  his  costs,  in  undermining  his  control  over  the 
process,  and  in  forcing  him  to  devise  ever  more  sophisticated 
methods  of  legitimizing  his  criminal  proceeds.   But  as  ingenious 
as  the  launderer' s  methods  became,  the  fact  remains  that  every 
time  this  criminal  managed  to  get  better  at  his  "job,"  U.S. 
Customs  got  better  at  ours.   In  the  campaign  against 
international  money  laundering,  U.S.  Customs  has  held  the  line, 
and  this  is  in  itself  a  significant  victory. 

The  fact  is  that  the  money  Idllriderer  enjoys  a  number  of 
advantages  that  law  enforcement  officials  will  never  have:  while 
our  agents  and  federal  counterparts  must  operate  "by  the  book, " 
and  within  budgetary  and  administrative  restraints,  the  money 
launderer  is  able  to  respond  to  contingencies,  unconstrained  by 
regulations,  budget  considerations  and  political  priorities. 

CUSTOMS  RESPONSE  TO  THE  PROBLEM 

As  a  result,  the  money  launderer  will  always  have  the  operational 
"edge,"  and  at  Customs,  we  know  this.   Our  goal,  therefore,  is  to 
continue  to  disrupt  the  launderer' s  criminal  operations,  to 
harass  him  at  every  possible  turn,  and  finally,  to  make  his  cost 
of  doing  business  prohibitive. 

Today,  Customs  is  enjoying  slibstantial  success  as  regards  both 
our  short  and  long-term  objectives.   Our  short-term  strategy  is 
best  exemplified  by  OPERATION  OUTLOOK.   The  year-long  effort 
specifically  emphasized  the  interdiction  of  unreported  currency 
from  among  outbound  program  areas.   Both  the  number  and  duration 
of  operations  increased  nationwide,  as  did  the  results.   Several 
enforcement  areas  across  the  nation  showed  dramatic  increases: 
arrests  and  seizures  on  the  Southwest  border;  seizures  in 
commercial  courier^services,  and  seizures  of  bulk  cash  in  cargo. 

From  March  of  1991  to  March  of  1992,  currency  seizures  on  the 
Southwest  border  accounted  for  7  percent  of  all  seizures 
nationally.   For  Operation  OUTLOOK,  which  occurred  from  March  1, 
1993  through  February  28,  1994,  the  Southwest  border  currency 
seizures  increased  to  15  percent  of  the  national  total  (210 
seizures  worth  or  approximate!'/  8  million  dollars)  .   This  is  more 
significant  than  it  appears,  since  in  reality,  it  represents  a 
312  percent  increase  in  seizures  along  the  Southwest  border, 
indicating  a  significant  enforcement  trend  upward. 
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At  one  express  consignment  location  in  Tennessee,  Customs  seized 
over  3  million  dollars  in  49  seizures.   This  is  almost  a  ten  fold 
increase  in  seizures  at  that  location  over  a  24  month  period;  two 
years  ago  at  that  same  location,  Customs  tallied  only  5  seizures. 

Customs  also  made  13  seizure^  in  excess  of  $100,000  each  from 
cargo  shipments.   Cargo  seizures  worth  $10  million  total  were 
effected  during  Operation  OUTLOOK,  primarily  in  Miami  and  New 
York  locations.   Miami  and  N^iw  York  account  for  half  of  the 
amount  seized  during  Operation  OUTLOOK. 

Outbound  enforcement  during  Operation  OUTLOOK  and  the  continuing 
BUCKSTOP  program  is  conducted  by  approximately  3  00  Customs 
inspectors  and  agents,  who  had  to  be  pulled  from  low-priority 
inbound  processing  tasks  to  focus  on  outbound.   In  other  words. 
Customs  had  to  rob  Peter  to  pay  Paul.   In  the  future,  we  hope  to 
operate  differently,  and  our  long-range  strategy  aims  for  the 
designation  of  our  outbound  initiatives  as  a  formal  objective 
within  the  Customs  enforcement  mission.  Where  once  our  outbound 
effort  was  a  patchwork  of  special  operations,  today  these  efforts 
constitute  a  national  program,  described  in  the  "Customs  Five 
Year  Plan, "  reviewed  and  approved  by  Treasury. 

In  this  "Customs  Five  Year  Plan, "  there  are  four  operational 
strategies:  two,  the  Money  Laundering  Strategy,  and  the  Outbound 
Strategy,  deal  directly  with  money  laundering,  the  specific 
concern  of  this  Committee  today.   In  these  two  strategies, 
Customs  lays  out  its  operational  procedures  and  annual  goals.   We 
plan  to  increase  our  existing  teams  and  investigations,  and  to 
continue  our  full  integration  and  cooperation  within  Customs, 
with  other  agencies,  and  with  international  groups. 

The  Customs  Service  already  has  existing  intra-agency  agreements 
to  coordinate  money  laundering  enforcement  activities  and 
operations  with  other  federal  and  local  law  enforcement  agencies. 
At  the  federal  level,  these  cooperative  efforts  are  formally 
governed  by  a  Memorandum  of  u'nderstanding  (MOU)  signed  by  the 
Secretary  of  the  Treasury,  ♦^ne  Attorney  General,  and  the 
Postmaster  General.   I  might;  kdd  that  a  supplemental  MOU  was 
recently  revised  to  facilitfiLe  the  conduct  of  international  money 
laundering  investigations. 

The  MOU  delineates  specific  investigative  jurisdiction  to  each 
agency  and  addresses  other  important  areas  encountered  frequently 
during  the  conduct  of  a  money  laundering  investigations.   Those 
areas  include  seizure  and  forfeiture,  undercover  operations, 
notice,  coordination  and  determination  of  lead  agency,  joint 
investigations,  extraterritorial  jurisdiction  and  inter-agency 
dispute  resolution.   The  supplemental  MOU,  signed  in  July  of  this 
year  by  the  respective  departments,  delineated  international 
money  laundering  investigatory  actions,  which,  in  turn,  has 
promoted  effective  coordination  and  cooperation,  reduced  the 
possibility  of  duplicate  in-^bstigations,  and  enhanced  the 
potential  for  expeditious  and  successful  prosecutions. 

As  a  matter  of  policy,  the  Customs  Service  adheres  to  both  the 
letter  and  spirit  of  the  MOU.   Indeed,  a  large  number  of  the 
money  laundering  investigations  and  programs  Customs  is  presently 
conducting  depend  pn  intra-agency  cooperation  within  Customs,  or 
represent  joint  endeavors  with  other  agencies. 

At  U.S.  Customs,  our  view  and  vision  as  regards  our  law 
enforcement  role  has  matured  considerably  in  the  last  few  years, 
and  today,  as  we  focus  even  more  aggressively  on  the  seizure  of 
criminally-generated  assets  and  currency,  the  Service  believes  it 
has  entered  a  new  phase  of  development.   Enforcement  actions  and 
accountability  standards  suc^'i  as  arrest,  seizure,  indictment, 
conviction,  and  criminal/civil  penalties  for  illegal  conduct 
continue  to  be  valuable  eiifcrcement  tools  for  U.S.  Customs,  but 
in  1994,  we  are  supplementing  this  familiar,  traditional  and 
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defensive  approach  by  going  on  the  operational  "offensive, "  using 
a  cooperative,  multi-agency  approach  to  pursue  the  trail  of 
illicit  money  and  other  assets  through  both  conventional  banking 
and  non-bank  financial  institutions.   Our   goal  is  nothing  less 
than  to  incapacitate  criminal  organizations  through  the 
dismantling  of  their  economic  infrastructure. 

Customs  also  actively  participates  in  the  High  Intensity  Drug 
Trafficking  Area  (HIDTA)  initiative,  a  national  anti-drug  and 
money  laundering  effort  which  depends  on  the  involvement  of 
multiple  federal,  state  and  local  law  enforcement  agencies. 
Efforts  are  concentrated  in  specific  threat  areas,  including  New 
York,  Los  Angeles,  Miami,  Houston  and  the  Southwest  border.   The 
goal  of  HIDTA  is  to  take  concerted  and  comprehensive  action  in 
each  of  the  six  areas  to  identify  and  dismantle  narcotics  and 
money  laundering  organizations. 

The  U.S.  Customs  Service  plays  a  vital  role  in  each  of  the  six 
HIDTA  areas.   These  task  force  approaches,  coupled  with  an 
aggressive  use  of  the  Customs  asset  sharing  program,  have 
returned  hundreds  of  millions  of  dollars  to  local  municipalities 
throughout  the  United  States  for  their  use  in  drug  education  and 
demand  reduction  programs,  as  well  as  for  direct  law  enforcement 
use  and  support . 

Operation  EL  DORADO  is  a  HIDTA- approved  money  laundering  task 
force,  co-chaired  by  the  U.S.  Customs  Special  Agent  in  Charge, 
New  York  and  the  Internal  Revenue  Service,  Criminal 
Investigations  Division,  New  York.   The  task  force  is  comprised 
of  approximately  150  law  enforcement  officers  from  18  different 
agencies,  including:  The  Treasury  Department,  the  Department  of 
Health  and  Human  Services,  and  state  and  local  police  from 
jurisdictions  surrounding  New  York  City.   They  are  supported,  in 
turn,  by  prosecutors  from  the  Department  of  Justice,  and  local 
District  and  County  attorney's  offices. 

The  mission  of  EL  DORADO  is  to  dismantle  the  financial 
infrastructure  supporting  major  drug  organizations  operating  in 
the  New  York  City  area.   Their  objective  is  to  promote  safer  law 
enforcement  operations  on  the  street,  more  efficient  targeting  of 
major  criminal  enterprises,  more  thorough  investigations  of 
complex  criminal  financial  structures,  successful  prosecution  of 
high  level  crime  leaders,  and  to  achieve  successful  criminal 
asset  identification,  seizure  and  forfeiture. 

The  EL  DORADO  Task  Force  is  highly  successful,  and  a  model  of 
federal,  state  and  local  cooperation.   The  1994  annual  report  on 
HIDTA  initiatives  reported  that  from  October,  1994  to  July  31, 
1994,  Operation  EL  DORADO  generated  142  arrests,  seized  in  excess 
of  $20.5  million  in  currency,  froze  24  bank  accounts  that  totaled 
$2,600,000;  dismantled  10  money  laundering  organizations,  and 
removed  718  pounds  of  cocaine  and  22  pounds  of  heroin  from  the 
streets  of  metropolitan  New  York  City. 

Our  long-term  strategy  continues  to  focus  on  and  increase  current 
efforts  to  educate  and  inform  the  public.   The  Customs  Service 
carries  the  anti-narcotics  message  to  all  manner  of  civic 
organizations  and  educational  facilities  as  a  part  of  Project 
OUTREACH,  where  special  agents,  inspectors,  and  canine 
enforcement  officers  outline  Treasury's  efforts  and  successes  in 
anti-narcotics  and  money  laundering  control  missions.   The 
Customs  Service  also  works  effectively  with  bank  regulators  from 
the  Office  of  the  Comptroller  of  the  Currency,  the  Federal 
Reserve,  and  the  Office  of  Thrift  Supervision,  while  The  Customs 
Financial  Investigations  Division  coordinates  closely  on  all 
money  laundering  regulatory  and  policy  matters  with  FinCEN's 
Office  of  Financial  Enforcement. 

The  Customs  Service  also  provides  various  logistical, 
investigative,  analytical  and  administrative  support  to  anti- 
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money  laundering  programs  and  intelligence  endeavors.   These 
include  the  International  Police  (INTERPOL),  Treasury's  Financial 
Crimes  Enforcement  Network  (FinCEN) ,  CIA's  Counter-Narcotics 
Center  (CNC) ,  both  FBI's  Regional  Joint  Drug  Intelligence  Groups 
(JDIG)  and  the  National  Drug  Intelligence  Center  (NDIC) ,  as  well 
as  to  DEA's  Multi-Agency  Financial  Investigation  Center  (MAFIC). 

Internationally,  U.S.  Customs  has  established  a  reputation  as  a 
provider  of  quality  training  and  assistance.   For  Customs,  our 
experience  in  this  area,  our  long  history  of  involvement,  and  our 
successful  responses  to  the  dilemma  are  all  incentives  for 
providing  a  model  and  training  to  the  international  community,  as 
it  struggles  to  meet  what  has  clearly  become  a  global  problem. 
U.S.  Customs  has  worked  to  facilitate  international  reciprocity 
by  developing  uniform  and  coherent  standards  and  laws,  and  we 
continue  to  play  a  significant  role  in  assisting  other  nations  in 
the  development  of  financial  enforcement  programs.   For  example. 
Customs  agents  and  inspectors  have  travelled  to  Bangkok, 
Indonesia;  to  Santiago,  Chile;  to  Quito,  Ecuador;  to  Caracas, 
Venezuela;  to  Panama  and  Mexico,  as  well  as  to  many  other 
countries,  to  instruct  their  legal,  regulatory  and  enforcement 
agencies  as  to  the  threat,  the  development  of  legislation  and 
enforcement  techniques  pertaining  to  money  laundering. 

PERFORMANCE  MEASUREMENT 

Although  it  is  difficult  to  measure  the  success  of  any 
enforcement  initiative  empirically  without  a  verifiable  estimate 
of  the  threat  involved,  it  is  clear  that  the  Customs  anti-money 
laundering  initiatives  have  significantly  impacted  the  behavior 
of  money  launderers,  forcing  them  to  alter  their  concealment 
techniques  and  other  operational  methods  as  we  alter  our  pursuit 
strategies.   At  Customs,  therefore,  we  believe  that  it  is 
possible  to  argue  from  these  consequences  that  our  past  and 
current  anti-money  laundering  initiatives  have  worked,  and 
continue  to  'work  as  powerful  deterrents  to  this  type  of  crime. 

As  regards  the  specific  development  of  performance  measurements 
to  assess  the  effectiveness  of  our  anti-money  laundering 
initiatives.  Customs  has  outlined  its  on-going  mission  goals  and 
the  manner  in  which  the  agency  plans  to  achieve  these  goals  in  a 
publication  mentioned  earlier  during  this  testimony  titled 
"United  States  Customs  Service  Five  Year  Plan:   Framework  for  the 
Future"  (September,  1993).   Each  of  our  mission  goals  is  also 
supported  by  an  Annual  Plan  whose  purpose  is  to  translate  the 
broad  goals  of  the  "Customs  Five  Year  Plan"  into  action. 

CONCLUSION 

Mr.  Chairman,  I  would  like  to  conclude  this  testimony  by 
reaffirming  our  commitment  at  Customs  to  the  elimination  of  money 
laundering  and  to  the  dismantling  of  the  criminal  infrastructure 
upon  which  it  is  based.   We  believe  the  best  way  to  do  this  is  by 
focusing  on  the  investigation  and  seizure  of  the  launderer's 
assets,  and  it  is  our  intention  at  Customs  to  build  on  the  anti- 
money  initiatives  presently  in  place  and  to  mount  the  most  effect 
and  comprehensive  anti-money  laundering  campaign  in  history. 

Naturally,  we  will ^continue  to  need  the  support  of  Congress  to  do 
this.   For  example,  we  will  need  to  receive  as  much  as  possible 
of  the  Crime  Bill  funding  authorized  for  Treasury  and  Customs, 
funding  that  includes  a  Customs  initiative  against  international 
money  laundering  organizations. 

Thanks  to  the  strong  support  we  continue  to  receive  from  you,  Mr. 
Chairman,  and  from  this  Subcommittee,  at  Customs  we  are  confident 
that  we  can  indeed  achieve  the  goals  of  our  financial  enforcement 
program.   For  that.  Customs  and  I  will  always  be  grateful. 
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Mr.  Weise.  I  would  also  indicate  that,  if  the  committee  desires, 
we  have  special  agent  Vince  Iglio,  who,  if  the  committee  would  like, 
would  be  more  than  willing  to  get  into  some  detail  about  our  spe- 
cific operation  of  Choza  Rica,  but  we  are  at  your  disposal,  Mr. 
Chairman. 

Chairman  PiCKLE.  Well,  thank  you.  Commissioner,  for  your 
statement  and  for  the  references  to  the  work  of  this  committee.  We 
all  appreciate  it. 

You  know,  listening  to  Secretary  Noble  and  Commissioner  Rich- 
ardson and  you,  I  have  the  feeling  that  I  can  just  turn  over  and 
go  back  to  sleep;  that  it  has  all  been  handled  and  it  has  all  been 
cured  and  we  have  no  problem  in  the  money  laundering  field.  And 
you  have  given  examples  for  us  all  to  feel  good  that  we  are  making 
headway.  But  I  think  we  ought  not  to  be  patting  ourselves  on  the 
back  as  much  as  we  need  to  oe  dedicating  ourselves  to  doing  what 
needs  to  be  done.  And  to  whip  this  problem,  we  do  need  the  co- 
operation of  all  the  agencies,  and  we  need  to  get  down  to  the  fun- 
damentals, the  first  step,  the  reporting  form.  Arid  we  have  to,  once 
we  get  these  apprehensions,  we  have  to  somehow  see  that  convic- 
tions are  made  and  that  people  know  that  we  are  going  to  con- 
centrate on  this. 

I  am  greatly  encouraged  that  we  are  beginning  to  tackle  this 
thing  in  an  organized  manner,  because  it  does  go  back  to  detection, 
it  does  go  back  to  followthrough,  so  that  they  will  know  something 
is  going  to  be  done,  and  if  they  are  involved  in  this,  it  is  a  risk. 
If  that  is  the  case,  then  they  ought  to  be  apprehended  and  put  into 
jail.  And  I  hope  that  we  can  continue  to  do  that. 

I  know  in  my  Southwest,  we  are  terribly  plagued  with  this 
money  laundering  coming  across  the  border  and  we  have  to  be 
smarter  than  the  crooks.  I  believe  we  are  beginning  to  make  head- 
way in  that  field. 

Now,  Commissioner,  I  am  going  to  suggest  to  the  committee,  to 
you  and  to  others,  that  we  will  prolong  the  questions  so  that  we 
can  hear  the  testimony  and  the  examples  of  these  two  people  that 
have  accompanied  you  here  todav.  I  know  you  and  Commissioner 
Richardson  need  to  be  down  at  the  White  House.  So  if  it  is  agree- 
able to  the  committee,  I  am  going  to  excuse  both  of  you.  But,  Mr. 
Weise,  if  it  is  agreeable,  I  want  these  two  gentlemen  to  stay  to 
present  their  testimony.  Is  that  agreeable? 

Mr.  Weise.  That  is  very  agreeable. 

Chairman  PiCKLE.  Now,  I  will  tell  you  and  all  the  others,  that 
we  have  specific  questions  that  we  are  going  to  followthrougn,  be- 
cause all  the  testimony  you  have  given  this  morning  is  not  received 
with  acclamation  of  joy  and  celebration  on  my  committee.  I  think 
there  has  to  be  some  followthrough  on  a  lot  of  this.  We  will  do  that 
by  way  of  personal  contacts  and  with  other  written  questions  to 
you  so  we  will  followthrough  on  that. 

Meanwhile,  I  thank  all  of  you  for  your  testimony  this  morning. 
Is  that  agreeable,  Mr.  Hancock,  with  you? 

Mr.  Hancock.  Yes,  Mr.  Chairman. 

Chairman  Pickle.  Thank  you  both  very  much  for  your  testi- 
mony. 

Ms.  Richardson.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
dismissing  us. 


74 

Chairman  Pickle.  Yes,  thank  you  for  your  statements. 

Now,  the  Chair  will  call  a  recess.  I  have  an  urgent  call  I  have 
to  make  in  reference  to  another  committee,  and  if  you  two  gentle- 
men will  take  seats,  perhaps  in  the  center,  I  will  be  back  with  you 
in  a  minute. 

[Brief  Recess.] 

Chairman  Pickle.  Thank  you  for  waiting  for  this  short  recess, 
but  I  did  want  to  hear  the  testimony  from  representatives  of  the 
U.S.  Customs  Service. 

We  have  with  us  this  morning  Jessie  Saldivar,  who  is  the  chief 
inspector  of  the  Contraband  Enforcement  Section  Team  in  Laredo, 
Tex.;  and  we  have  Vince  Iglio,  who  is  the  group  supervisor,  Office 
of  Enforcement  at  McAllen. 

I  met  both  of  these  gentlemen  just  briefly  and  was  very  im- 
pressed with  the  work  they  are  doing,  and  I  am  pleased  now  for 
the  committee  to  hear  the  statements  they  have  to  make  regarding 
their  work. 

So  first  I  will  ask  the  panel.  Would  you  want  to  proceed  first,  Mr. 
Iglio?  How  do  you  want  to  proceed? 

Mr.  Iglio.  I  will  go  ahead. 

Chairman  Pickle.  All  right,  you  are  on  the  left.  Mr.  Iglio,  will 
you  go  ahead  and  make  your  statement,  then? 

STATEMENT  OF  VINCENT  "VEVCE"  IGLIO 

Mr.  Iglio.  Thank  you,  Mr.  Chairman.  I  believe  you  have  the  fold- 
ers and  the  photographs  that  I  would  like  to  refer  to.  I  think  they 
might  have  been  given. 

Chairman  PiCKLE.  That  will  be  all  right. 

Mr.  Iglio.  There  they  are. 

Back  in  June  1989,  I  had  the  occasion  to  be  at  the  McAllen, 
Texas  International  Airport,  and  while  I  was  there  our  inspectional 
force,  represented  here  today  by  Mr.  Saldivar,  had  the  occasion  to 
inspect  these  gentlemen  entering  the  United  States.  As  you  can 
see,  I  took  a  photograph  of  them.  And  in  this  particular  transaction 
these  gentlemen  were  carrying  between  $3  and  $4  million. 

The  Chairman  can  easily  see  how  heavy  the  duffle  bags  were  car- 
rying the  money. 

At  that  time  when  I  noticed  the  inspectional  personnel 

Chairman  Pickle.  Can  you  hold  that  photograph  up  so  it  can  be 
seen  by — they  were  coming  in  from  Mexico? 

Mr.  Iglio.  Yes,  sir,  they  were  arriving  on  a  private  aircraft  from 
Mexico.  And  in  this  particular  arrival,  they  had  between  $3  and  $4 
million  in  $100  bills. 

Chairman  Pickle.  All  right,  I  thank  you. 

Mr.  Iglio.  At  that  time,  the  inspectors  did  exactly  what  they 
should  have  done.  They  questioned  them,  inspected  them,  had 
them  complete  the  proper  forms,  which  in  this  case  is  a  currency 
and  monetary  instrument  report,  commonly  referred  to  as  a  CMIR. 
At  that  time  they  went  to  a  local  bank  in  McAllen,  where  they  then 
deposited  this  money  in  several  accounts  and  transferred  it  to  dif- 
ferent locations  throughout  the  United  States  and  even  overseas. 

This,  needless  to  say,  piqued  my  attention,  and  I  began  to  surveil 
these  gentlemen  every  time  they  entered  the  United  States.  Thev 
would  fly  into  the  United  States  approximately  twice  a  week  witn 
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a  similar  amount  of  money.  They  would  then  transfer  that  money 
throughout  different  locations  throughout  the  United  States. 

I  believed  that  we  had  something  wrong  and  Customs  decided  to 
look  into  it  much  more  closely.  Customs  began  to  subpoena  their 
bank  accounts,  using  the  authority  of  Federal  grand  iury,  in  an  at- 
tempt to  figure  out  where  this  money  was  going.  It  became  imme- 
diately clear  that  it  was  much  more  complex  than  subpoena  au- 
thority would  allow  us  to  figure  out,  so  Customs  decided  to  initiate 
an  undercover  investigation. 

In  short,  what  we  did,  we  made  contact  with  these  gentlemen, 
and,  actually,  their  boss,  who  was  the  owner  of  a  casa  de  cambio, 
a  money  exchange,  in  Monterey,  Mexico.  We  made  contact  with 
him  and  led  him  to  believe  that  we  were  people  attached  to  crimi- 
nal activity  in  the  United  States  and  we  needed  assistance  launder- 
ing our  money. 

He  decided  to  fly  up  and  meet  with  us,  and  he  explained,  that 
he  would  do  for  us  what  he  does  for  many  of  his  American  clients, 
and  he  laid  out  his  money  laundering  plan  to  us.  Of  course,  I  am 
giving  a  brief  overview  here.  We  had  several  meetings,  and  I  had 
to  gain  his  confidence  through  these  meetings. 

What  he  started  to  do  for  us  was  to  launder  our  own  money.  We 
would  show  up  at  meeting  places  with  him  in  McAllen,  Tex.,  and 
other  places  throughout  south  Texas.  He  would  receive  anywhere 
between  50,000  to  several  hundred  thousand  dollars  that  we  rep- 
resented as  narcotics  money.  He  would  then  transfer  that  money, 
through  his  bank  accounts,  to  many  of  our  undercover  bank  ac- 
counts, which  we  had  established  in  the  United  States,  and 
throughout  the  world.  He  believed  he  was  laundering  the  money  of 
our  narcotics  trafficking  activities. 

He  was  very,  very  well  rehearsed  at  this.  He  had  used  fictitious 
corporations,  phony  bank  accounts,  falsified  bank  drafts,  wire 
transfers,  a  wide  variety  of  systems  that  he  had  developed  for  these 
other  people  he  was  laundering  money  for. 

Our  ultimate  goal  was  to  figure  out  who  these  people  were  and 
to  uncover  the  extent  of  his  money  laundering  scheme.  This  pro- 
gressed over  the  next  2  years  to  include  approximately  six  of  the 
largest  casa  de  cambio  owners  in  Monterey,  Mexico,  and  through- 
out south  Texas.  Once  Customs  undercover  agents  became  popular 
in  these  money  laundering  circles,  we  were  contacted  by  many 
money  launderers,  and  were  able  to  infiltrate  these  five  or  six  casas 
de  cambio  who  were  constantly  laundering  our  money. 

They  had  their  system  well  down  pat.  They  were  falsifying  the 
CTRs.  For  example,  we  would  go  in  and  say,  "Here  is  our  narcotics 
money  today;  I  don't  want  to  have  a  name  on  anything."  They 
would  take  our  money  and  they  would  go  ahead  and  falsify  all  the 
CTRs.  They  had  requested  that  the  agents  produce  phony  identi- 
fications, so  that  even  though  the  agent's  photo  was  on  there,  they 
were  filling  out  the  CTRs  and  the  CMIRs  when  the  money  crossed 
the  border  in  the  fictitious  names,  sometimes  personal  names, 
sometimes  corporate  names. 

This  went  on  for  about  a  year,  until  Customs  kept  getting  more 
involved  and  more  involved  and  uncovering  their  activities.  They 
were  using  gold  factories  to  launder  the  money,  bank  accounts,  pri- 
vate residences,  luxury  condominiums.  The  investigation  had  in- 
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creased  several  times  over,  when  they  said,  "For  an  additional 
point  or  an  additional  fee  we  will  introduce  you  to  the  bankers 
which  we  have.  These  bankers  will  establish  fictitious  bank  ac- 
counts in  their  banks.  You  go  ahead  and  drop  the  money  off  with 
these  bankers."  This  turned  out  to  be  two  additional  bankers,  one 
bank  president  and  one  bank  vice  president  in  two  different  banks 
throughout  south  Texas.  One  of  them,  in  fact,  was  where  Mr. 
Saldivar  is  assigned  in  Laredo,  Tex. 

We  would,  in  one  of  the  cases,  show  up,  for  example,  and  the 
bank  vice  president  would  come  out  to  the  parking  lot  and  we 
would  meet  with  him  in  a  Suburban  van.  We  would  hand  him 
$50,000,  $60,000.  We  would  give  him  several  thousand  dollars  to 
cover  his  transaction  costs  and  his  fee  that  he  was  charging  the  un- 
dercover agents.  He  would  then  launder  this  money  by  sending  it 
to  different  accounts  that  he  had  set  up  for  us.  He  had,  in  fact,  set 
up  an  account  in  his  bank  using  a  fictitious  passport  which  the  ini- 
tial money  launderers  had  provided  to  the  undercover  agents. 

By  this  time  we  were  laundering  money  throughout  the  world, 
through  the  bankers,  through  the  casa  de  cambio  owners,  fictitious 
bank  accounts,  corporate  accounts,  wire  transfers,  bank  drafts,  ev- 
erything you  could  possibly  imagine.  By  this  time  we  had  also  un- 
covered their  money  drop  houses,  the  businesses  where  we  were 
dropping  the  money  off,  their  accounts,  and  had  just  about  infil- 
trated their  entire  operation. 

It  was  actually  at  this  time,  by  this  phase,  probably  2  years  had 
gone  by,  customs  had  identified  a  sufficient  amount  where  we  felt 
we  had  successfully  identified  everyone  involved.  Customs  went 
ahead  and  executed  search  warrants  and  seizure  warrants,  along 
with  approximately  150  miles  worth  of  the  Texas  border,  from 
Brownsville,  Tex.,  all  the  way  up  north  to  Laredo,  Tex.,  and  points 
in  between. 

Customs  had  been  successful  in  drawing  the  money  launderers 
who  were  in  Mexico  into  the  United  States  for  what  they  believed 
to  be  another  money  laundering  transaction,  which,  of  course, 
turned  out  to  be  their  last  transaction.  We  drew  them  up  into  the 
United  States.  During  one  phase  of  this  investigation,  we  success- 
fully seized  all  of  their  bank  accounts,  arrested,  I  think,  11  individ- 
uals, seized  all  of  their  properties,  their  businesses,  their  luxury 
condos,  their  bank  accounts.  Arrested  all  those  people.  That  was 
one  successful  phase.  We  had  seized  at  that  point  in  excess  of  $10 
million  in  cash. 

I  have  given  you  some  photographs  of  the  money  and  cash  and 
the  gold  jewelry  and  the  gold  and  silver  bullion  that  we  had  seized 
to  that  phase.  Now,  that  phase  was  extremely  successful.  Customs 
had  accomplished  what  it  set  out  to  do.  We  uncovered  the  full  ex- 
tent of  what  they  were  doing. 

Unbeknownst  to  us  at  that  time,  when  Customs  seized  these 
bank  accounts,  I  noticed  that  one  account  was  overdrafted  in  excess 
of  $860,000.  I  inquired  of  the  banking  officials  why  they  were  al- 
lowing these  people  to  launder — the  money.  The  bank  was  not  in- 
volved at  that  time.  I  asked  the  bank  officials  why  they  allowed 
money  to  flow  through  these  accounts  if  they  were  overdrafted. 
What  I  quicklv  found  out  was  that  the  accounts  were  collateralized 
by  a  letter  of  credit.  There  was  a  letter  of  credit  for  $1  million 
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which  allowed  these  money  launderers  to  use  the  accounts  even 
though  these  accounts  were  empty  at  the  particular  time  we  were 
moving  our  money  through  them. 

We  wanted  to  know  who  the  owner  of  the  letter  of  credit  was. 
That  letter  of  credit  was  issued  by  American  Express  bank  in  Bev- 
erly Hills.  We  flew  out  there  and  we  wanted  to  know  who  owned 
that  letter  of  credit.  We  found  out  was  that  the  letter  of  credit  was 
issued  off  of  an  investment  portfolio  which  was  maintained  by 
American  Express  World  Headquarters  in  New  York  City. 

My  legal  theory  was  that  we  should  seize  that  portfolio,  seeing 
that  it  actually  facilitated  the  money  laundering  activities  of  the 
people  I  spoke  about  previously,  and  that  is  exactly  what  Customs 
did.  We  flew  to  New  York,  went  to  American  Express  World  Head- 
quarters and  seized  the  portfolio,  which  at  that  time  was  valued 
between  $25  and  $30  million. 

The  next  thing  we  needed  to  do  was  to  find  out  who  the  owner 
of  that  portfolio  was.  That  portfolio  was  secreted  through  several 
layers  of  secrecy  which  were  provided  by  overseas  corporations. 
What  I  mean  by  that  was,  when  we  went  up  there  and  seized  the 
portfolio,  it  did  not  have  a  personal  name  on  the  account.  The  ac- 
count was  an  overseas  corporation,  and  this  particular  case  hap- 
pened to  be  layered.  The  overseas  corporation  headquartered  out  of 
the  Jersey  Islands  initially  and  later  out  of  the  Caymans,  This 
made  it  extremely  difficult  for  us  to  find  out  who  truly  owned  the 
account. 

The  investigation  progressed  for  another  year,  when  we  began  to 
do  was  subpoena  everyone  involved  with  that  portfolio  and  have 
them  explain  to  the  grand  jury  who  the  true  owner  of  that  was.  We 
immediately  found  out  that  the  true  owner  was  a  person  known  as 
Ricardo  Aguirre.  Of  course,  we  wanted  to  know  who  this  Mr. 
Aguirre  was. 

Through  our  sources  of  information  and  other  investigative  tech- 
niques, we  found  out  almost  immediately,  just  from  our  cursory  in- 
vestigation, that  this  Ricardo  Aguirre,  the  beneficial  owner  of  the 
investment  portfolio,  pumped  gas  at  a  PEMEX  station  in  Mata- 
moros,  Mexico. 

Chairman  PiCKLE.  Say  that  again. 

Mr.  Iglio.  He  pumped  gasoline.  He  was  a  gasoline  station  at- 
tendant. Not  to  be  confused.  He  was  not  the  oil  distributor,  he  did 
not  own  PEMEX,  which  is  a  nationalized  company  of  Mexico,  of 
course,  he  just  pumped  the  gasoline  at  the  station.  I  think,  at  best, 
in  the  years  that  we  tracked  his  financial  statements,  at  best,  he 
had  made,  I  believe,  $10,000  in  his  best  year  as  the  manager  of 
that  gasoline  station. 

Certainly  Customs  knew  at  that  point  that  this  gentleman  could 
not  own  the  money  that  was  contained  inside  of  this  portfolio, 
which  lead  us  off  on  a  spinoff  investigation  as  to  who  the  true 
owner  would  be. 

Through  several  investigative  techniques  and  the  heavy  use  of 
the  Federal  grand  jury,  we  found  out  that  the  money  belonged  to 
what  is  commonly  referred  to  as  the  Juan  Abrego  Garcia  Organiza- 
tion; a  large  narcotics  organization  headquartered  in  northern  Mex- 
ico. 
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Customs  began  investigating  the  portfolio  and  how  the  money  got 
into  that  portfolio.  With  what  had  become  evident  from  the  initial 
investigation,  with  heavy  input  from  the  Internal  Revenue  Service, 
Customs  was  able  to  track  the  flow  of  the  money  through  most  of 
these  forms  we  have  heard  about  here  today,  the  CMIRs,  the  CTRs, 
and  the  8300  form. 

Those  forms  were  instrumental  in  tracking  the  flow  of  money 
into  this  portfolio,  which,  of  course,  was  interesting  to  us,  because 
we  wanted  to  find  out  the  scope  of  the  people  involved  and  the  peo- 
ple surrounding  this  portfolio,  its  establishment,  and  how  this  nar- 
cotics money  got  in  there. 

What  we  found  out,  through  intensive  investigation,  was  that  the 
narcotics  dealers  in  Mexico  were  importing  their  money  into  the 
United  States.  I  would  like  to  refer  to  some  charts  I  have,  and  the 
chairman  and  the  members  of  the  committee  have  these  charts  in 
a  small  form  in  front  of  them.  If  I  may,  Mr.  Chairman,  I  would 
refer  to  the  charts. 

Chairman  Pickle.  Yes,  that  will  be  permitted  and  that  will  be 
fine. 

[The  information  follows:! 
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Chairman  PiCKLE.  Before  we  go  into  the  charts,  did  you  ever  find 
out  who — whatever  happened  to  the  people  you  apprehended,  the 
Garcia  group  that  owned  the  money? 

Mr.  Iglio.  This  is  actually  the  second  phase.  The  first  phase  was 
the  arrest  of  all  the  casa  de  cambio  owners.  They  were  all  tried 
successfully.  I  believe  of  11  tried,  9  were  convicted  and  received 
heavy  sentences.  I  believe  the  other  2  were  acquitted,  but  the  ini- 
tial phase  which  led  us  to  the  portfolio  was  tried  previous  to  what 
I  am  about  to  go  into  now. 

Chairman  Pickle.  Go  ahead.  Then  we  will  proceed  from  there. 

Can  you  bring  these  panels  closer  up  here? 

Mr.  Iglio.  Yes,  sir. 

At  this  point  in  the  investigation  our  main  thrust  is  to  figure  out 
where  the  money  came  from,  who  owns  the  money.  Through  many 
investigative  techniques,  some  of  them  I  touched  on,  following  the 
trail  of  money,  using  CTR's,  CMIR's  and  8,300  forms,  we  used 
many  other  investigative  techniques  which  unraveled  the  follow- 
ing— this  organization  was  importing  their  cocaine  from  Columbia, 
through  Mexico,  through  south  Texas  and  then  on  into  New  York 
City.  Once  the  cocaine  was  sold  on  the  street  in  New  York  City, 
the  money  was  then  brought  down  in  reverse,  million  dollar  blocks 
of  money. 

The  money  was  driven  via  truck  or  other  vehicle  back  into  south 
Texas  and  then  it  was  smuggled  across  into  Mexico  where  it  was 
stored.  At  a  certain  point,  for  some  reason  we  don't  fully  under- 
stand, they  decided  to  move  the  money  back  into  the  United  States. 

Probably,  the  best  theory  was  we  had  the  most  secure  financial 
system  and  it  would  benefit  them  to  get  it  back  into  our  system  if 
they  could  launder  the  money,  if  you  will.  That  is  exactly  what 
happened  in  reverse.  After  the  money  came  into  Mexico,  it  was 
brought  back  into  the  United  States. 

They  tried  to  launder  it  by  declaring  it  at  U.S.  Customs  in 
McAllen,  Tex.,  which  is  where  the  investigation  comes  full  circle. 
I  saw  this  money  three  years  earlier  in  1989  when  I  happened  to 
be  at  the  airport.  That  is  exactly  what  we  hoped  to  happen  is  what 
happened.  We  were  able  to  work  back  from  take  dates  of  the  money 
that  I  watched  each  gentleman  fiy  into  the  United  States  in  1989, 
and  we  tracked  the  money  from  there  into  our  American  banking 
system. 

If  I  could,  I  would  like  to  take  you  back  to  the  original  photo 
when  I  watched  the  gentlemen  bring  the  money  into  the  United 
States  in  June  1989.  This  is  what  happened;  those  gentlemen  rep- 
resented themselves  as  couriers  for  casa  de  cambio.  Colon.  They 
brought,the  money  into  the  United  States  and  declared  it  at  United 
States  Customs  in  McAllen,  usually  in  millions,  $2  million,  and  I 
think  the  most  I  have  seen  was  $4  million  in  1  day.  They  com- 
pleted the  proper  forms  with  U.S.  Customs,  saying  the  money  be- 
longed to  casa  de  cambio,  Colon,  which  is  a  money  exchange  in 
Monterey,  Mexico.  They  then  deposited  the  money  in  a  bank  in 
McAllen,  Tex.. 

Chairman  PiCKLE.  How  much  would  they  put  in  the  first  bank 
in  Laredo? 

Mr.  Iglio.  The  first  bank  where  they  deposited  the  money  in 
McAllen,  they  deposited  the  full  amount.  That  is  the  amount  that 
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I  was  watching  them  bring  in,  and  agents  were  surveilhng  them 
from  the  airport  to  the  bank  in  McAllen.  We  now  know  this  several 
years  later;  they  deposited  the  money  in  the  bank  in  McAllen,  and 
then  to  confuse  the  trail  further,  they  sent  the  money  in  different 
wire  transfers  from  that  bank  into  a  bank  in  Los  Ajigeles  and  a 
bank  in  Miami. 

At  that  point,  they  would  deposit  the  money  into  a  large  general 
account  which  is  commonly  referred  to  as  a  general  ledger  account 
or  an  omnibus  account.  Once  the  money  was  dumped  into  these  ac- 
counts with  many,  many  other  peoples'  honest  money,  the  money 
was  then  wire  transferred  to  Bankers  Trust  in  New  York  City 
where  it  was  invested  into  a  global  investment  portfolio. 

We  started  the  investigation 

Chairman  Pickle.  In  your  judgment,  just  an  opinion,  do  you 
think  that  the  bank  in  McAllen,  the  one  in  Los  Angeles  and  New 
York  and  the  ultimate  bank,  the  institution,  would  have  reason  to 
believe  that  this  was  "laundered  money  or  hot  money  or  question- 
able money"? 

Mr.  Iglio.  At  that  point,  we  did  not  believe  so.  If  we  did,  we 
would  have  moved  for  an  indictment.  My  answer  is  no.  We  did  not 
believe  anybody  in  that  bank  had  knowledge  of  the  requirements, 
the  intent  and  knowledge  for  them  to  be  charged  with  money  laun- 
dering. 

The  second  part  of  your  question,  whether  or  not  they  should 
have  known,  is  a  subjective  answer. 

Chairman  Pickle.  Well,  I  would  make  the  statement  of  suspicion 
that  when  a  bank  in — is  it  McAllen  or  Laredo — would  receive  a 
wire  transfer  of  some  $25  million,  I  would  have  to  ask  myself  if  I 
was  a  bank  president  where  is  that  coming  from,  what  is  that  kind 
of  money?  But  they  just  accept  it  and  don't  ask  any  questions. 

Mr.  Iglio.  They  were  very  cooperative.  I  don't  want  to  make  it 
seem  like  they  weren't  or  they  were  woefully  blind.  That  bank  was 
very  cooperative  when  we  went  back  and  asked  them  to  explain 
what  was  going  on  here.  There  were  several  bankers  who  we  be- 
lieved were  involved  and  they  were  indicted  and  arrested  and  have 
been  convicted. 

Chairman  Pickle.  The  first  bank  in  McAllen,  was  anybody  ar- 
rested and  convicted  in  that  bank? 

Mr.  Iglio.  In  the  McAllen  bank,  no. 

Chairman  Pickle.  And  that  is  where  it  all  started. 

Mr.  Iglio.  Again,  once  the  money  is  in  our  system,  the  first  point 
is  where  they  are  most  vulnerable.  In  this  particular  situation,  this 
casa  de  cambio  was  a  regular  customer  of  this  bank  and  the  casa 
de  cambio  did  in  fact  do  a  high-dollar  volume  business.  To  answer 
your  question  would  I  have  thought  something  was  wrong;  cer- 
tainly I  did,  because  this  is  what  started  my  interest  in  this  inves- 
tigation. But  that  again  is  a  subjective  thought. 

Once  the  money  was  put  into  Bankers  Trust,  it  was  split  up  from 
this  bank  into  these  two  banks  and  put  in  an  investment  portfolio 
at  Bankers  Trust.  At  this  point,  something  interesting  happened; 
the  money  was  contained  in  an  investment  portfolio  here  and  two 
bankers  from  Bankers  Trust  were  assigned  to  control  the  invest- 
ment portfolio. 
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They  were  in  fact  the  personal  bankers  for  this  Ricardo  Aguirre 
Gomez  and  his  $25  to  $30  milHon.  These  bankers  left  employment 
of  Bankers  Trust  and  went  over  to  American  Express. 

Guess  what  happened  almost  immediately?  The  money  followed 
those  two  bankers  over  to  this  bank  now  at  American  Express.  The 
same  two  bankers  established  another  offshore  corporation  for  Ri- 
cardo Aguirre  and  set  up  this  corporation  to  control  the  investment 
portfolio.  Through  this  investment  portfolio,  the  money  launderers 
were  able  to  make  loans  back  to  themselves  in  Mexico. 

The  ultimate  object,  of  course,  is  to  make  your  money  legal  so 
that  you  can  use  it.  It  is  not  to  hide  your  money.  Hiding  money 
does  nobody  any  good.  It  certainly  does  not  good  to  a  criminal.  He 
needs  to  get  his  money  legal.  And  the  way  these  criminals  were 
doing  it  through  this  system  was  to  get  this  money  into  an  Amer- 
ican investment  portfolio  where  they  could  then  make  loans  back 
to  themselves  in  Mexico.  They  did  in  fact  loan  themselves  back 
$18.8  million  to  these  corporations  in  Mexico. 

I  will  touch  on  these  corporations  now  because  this  sheds  light 
on  these  two  bankers,  which  I  will  address  shortly.  Customs  began 
to  follow  the  trail  of  these  loans  being  made  to  Mexico  and  we 
quickly  determined  that  half  these  corporations  don't  even  exist. 
They  were  making  loans  back  to  themselves  but  the  money  was  not 
going  to  what  the  bank  said  it  was. 

We  began  to  look  at  the  bank  documents  with  a  little  suspicion, 
because  most  of  the  bank  documents  reflected  this  information 
which  we  through  making  phone  calls,  found  out  that  these  cor- 
porations did  not  exist.  We  turned  our  investigation  toward  the 
bank.  Who  in  the  bank  would  have  had  the  knowledge  to  set  up 
a  scheme  like  this,  but  yet  had  the  knowledge  to  realize  that  this 
money  was  going  nowhere,  these  corporations  didn't  exist? 

We  looked  toward  the  two  bankers,  they  were  two  senior  direc- 
tors of  American  Express  at  that  time.  We  began  to  use  the  grand 
jury  in  eliciting  and  deducing  testimony  from  many  people  in  the 
banking  industry,  and  we  came  to  find  out  that  a  lot  of  the  docu- 
ments within  that  bank  account  had  false  statements  on  them.  So 
of  course  once  Customs  figured  that  out,  we  decided  to  look  at  the 
bankers  themselves. 

The  investigation  eventuallv  unraveled  that  the  bankers  had  in- 
timate knowledge  of  where  tne  money  was  coming  from  and  that 
in  fact  the  Ricardo  Aguirre  had  pumped  gas  in  Mexico.  We  subse- 
quently indicted  the  bankers.  They  were  tried  this  past  summer  in 
Brownsville,  Tex.,  and  convicted  of  money  laundering.  Also,  in- 
dicted with  them  were  seven  other  people  involved  in  the  scheme, 
most  narcotics  traffickers,  some  of  them  were  casa  de  cambio  own- 
ers. And  to  this  point,  we  have  seized  in  excess  of  $40  million  and 
collapsed  the  entire  scheme. 

Inside  your  folders  is  a  list  of  the  bank  accounts  we  seized  world- 
wide which  are  all  attached  to  this  scheme. 

Chairman  PiCKLE.  Mr.  Iglio,  the  two  bankers  with  American  Ex- 
press, were  they  bankers  in  Texas  with  American  Express  or  New 
York?  Where  were  they  actually  living? 

Mr.  Iglio.  In  Beverly  Hills,  Calif,  but  they  were  controlling  the 
investment  portfolio  for  these  people  out  of  New  York  City.  The 
bankers  physically  were  in  Beverly  Hills,  they  are  international 
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bankers  and  they  have  several  locations  throughout  the  world 
where  they  operate.  Thev  controlled  this  through  facsimile  ma- 
chines, PC  hookups,  and  the  movement  of  all  of  this  money  was  ba- 
sically done  with  the  stroke  of  a  key. 

Chairman  PiCKLE.  This  is  a  TV  melodrama  about  how  the  crooks 
operate,  and  I  guess  it  is  fascinating  to  see  and  remarkable  that 
you  have  unraveled  this.  And  I  would  commend  you  and  Customs 
for  your  work.  It  strikes  me  though  that  as  you  have  solved  this 
great  mystery  and  brought  about  convictions  and  recovered  money, 
when  that  is  going  on  by  one  casa  de  cambio,  I  ask  myself,  isn't 
that  going  on  in  other  cambios  in  other  schemes  up  and  down  the 
border?  If  there  were  millions  involved,  other  crooks  will  want 
some  of  that,  too. 

I  would  say  to  you  that  it  seems  to  me  that  is  going  on  in  other 
categories;  do  you  agree  with  that  assumption? 

Mr.  Iglio.  I  would  certainly  hesitate  to  say  that  there  is  no  other 
additional  criminal  activity  which  we  have  not  uncovered.  I  could 
also  respond  by  saying,  we  had  arrested  six  of  the  largest  casa  de 
cambio  owners  in  northern  Mexico  and  Texas.  They  have  been  con- 
victed, serving  heavy  time.  Some  of  the  businesses  were  indicted 
criminally,  the  corporations  were  indicted  criminally.  We  were 
successful 

Chairman  PiCKLE.  That  is  indictments  in  our  country.  Was  any 
one  in  Mexico  indicted,  the  people  with  the  money  controlling  it? 

Mr.  Iglio.  The  Mexican  authorities  have  been  very  cooperative 
with  us  in  this  investigation.  It  was  exemplary.  I  know  at  a  certain 
stage  of  this  with  our  cooperation,  they  closed  down  300  of  their 
casa  de  cambios  and  did  audits  of  them.  As  to  what  their  criminal 
statutes  allow  for,  I  could  not  begin  to  address. 

Chairman  PiCKLE.  At  least  you  are  getting  good  cooperation  from 
the  Mexican  authorities  and  the  banks  down  there? 

Mr.  Iglio.  I  would  say  it  is  exemplary. 

Chairman  Pickle.  I  express  a  personal  feeling  now.  This  money 
comes  from  Mexico,  the  cambios,  and  starts  from  the  one  point, 
that  first  bank  in  Texas  took  this  huge  sum  of  money.  I  don't  know 
how  you  control  that  but  you  have  to  assume  that  people  in  that 
bank  would  know  that  this  would  be  questionable  money. 

You  say  you  don't  have  reason  to  know  that  it  would  be  regular 
customers  who  have  received  money  from  these  people  in  the  past. 
Somehow  that  is  where  it  starts  and  then  it  goes  from  there.  This 
is  startling  and  embarrassing  and  has  a  good  ending  in  this  in- 
stance, and  I  commend  you  for  your  efforts. 

Mr.  Houghton,  do  you  have  any  questions  or  comments  about 
this? 

Mr.  Houghton.  What  happens  to  the  people  in  the  banks  in 
those  blue  squares?  Do  they  plead  innocent,  do  they  plead  igno- 
rance, and  so  the  whole  process  starts  all  over  again? 

Mr.  Iglio.  Certainly,  I  am  sure  you  are  aware  the  burden  is  on 
the  government  to  prove  their  knowledge  and  intent,  and  a  lot  of 
times  it  probably  comes  close  to  willful  blindness,  see  no  evil,  hear 
no  evil.  You  don't  look  beyond  someone  coming  in  with  a  bag  of  $1 
million  dollars. 

Mr.  Houghton.  I  missed  some  of  the  testimony  from  the  IRS 
and  the  Customs.  Is  there  a  reasonably  secure  process  that  you  can 
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install  in  each  bank  to  make  it  very,  very  difficult  for  somebody 
who  is  making  $10,000  a  year  to  deposit  $125  million? 

At  some  pomt,  you  must  get  a  check  on  that  or  else  the  practice 
will  just  continue. 

Mr.  Iglio.  Certainly,  myself  being  a  ground  level  investigator  I 
wish  we  had  that  tool.  The  only  tool  that  comes  to  mind  of  course 
is  the  Suspicious  Transaction  Report,  the  CTR.  Again,  you  go  back 
to  how  do  we  compel  someone  to  file  it,  you  go  to  personal  subjec- 
tive judgment  on  the  part  of  the  teller  receiving  that  money  that 
day. 

In  this  particular  case,  it  was  frustrating  because  I  had  the  same 
questions  that  the  subcommittee  has,  how  could  you  not  think 
something  is  wrong  when  the  people  come  in  with  a  duffle  bag  of 
$4  million  in  $100  bills.  But  it  would  be  quite  a  leap  for  me  to  in- 
sinuate that  bank  teller  knew  this  was  narcotics  money,  that  bank 
teller  who  works  8  to  5  behind  the  desk.  Common  sense  may  dic- 
tate somebody  ought  to  know  something  was  wrong,  but  that  is  a 
leap  from 

Mr.  Houghton.  Is  there  any  bank  that  puts  a  good  control  on 
this  that  the  others  were  not  using,  or  in  a  broader  sense,  is  there 
any  country  that  controls  this  type  of  operation  better  than  we  do? 

Mr.  Iglio.  Let  me  make  one  quick  distinction.  Here  we  are  talk- 
ing about  international  private  bankers,  with  so  much  money  in- 
volved, you  are  talking  about  bankers  who  know  their  clients  inti- 
mately. There  is  in  this  system,  and  it  worked  in  several  cases. 
Bankers  Trust  has  a  thorough  '"know  your  client  policy."  They 
won't  accept  money  into  their  bank  unless  they  know  certain 
things.  They  want  to  be  intimate  with  their  client,  visit  the  client's 
house,  visit  the  businesses,  look  at  the  businesses  that  exist. 

Unfortunately,  in  this  case,  the  bankers  at  Bankers  Trust  left 
Bankers  Trust  employment  and  went  to  American  Express  and 
brought  the  client  with  them.  So  it  was  recognized  that  this  was 
an  established  client  in  our  banking  system,  which  goes  back  to  the 
first  bank  that  the  money  comes  into.  Once  the  money  gets  into  our 
system,  it  almost  becomes  legitimatized  because  everybody  refers  to 
tne  bank  previously. 

Mr.  Houghton.  I  appreciate  that  and  I  won't  ask  many  more 
questions,  but  it  just  doesn't  seem  to  me  that  we  are  getting  a  grip 
on  this.  We  are  relying  on  people  like  you  who  do  a  terrific  job  and 
yet  at  the  same  time  we  don't  have  the  sort  of  controls  which  will 
prevent  this  from  happening  again.  The  people  at  the  Bankers 
Trust  actually,  if  I  understand  correctly,  did  not  put  the  proper 
controls  on  this  activity. 

Mr.  Iglio.  We  looked  at  Bankers  Trust  very  closely.  They  have 
a  very  effective  policy  in  place,  they  truly  do.  Unfortunately,  that 
is  based  on  the  quality  of  your  employees,  like  anj^hing  else,  and 
these  particular  bankers  were  the  ones  who  were  responsible  for 
deleting  the  "know  your  client  policies,"  so  they  were  hoodwinked. 

Mr.  Houghton,  lliank  you  very  much. 

Chairman  Pickle.  Mr.  Iglio,  it  seems  to  me  that  there  is  such 
a  vast  amount  of  money  involved  that  the  financial  institutions  ac- 
cept these  funds  and  let  the  process  go  forward  without  asking  a 
lot  of  questions  or  any  questions.  It  just  seems  to  me  it  is  sort  of 
a  mind-set,  the  financial  institutions,  in  many  instances,  that  they 
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ask  no  questions,  see  no  evil,  and  they  just  go  right  ahead.  In  most 
of  these  institutions,  while  you  tried  to  defend  each  one  of  them, 
we  know  that  they  probably  suspect  that  something  wrong  is  going 
on  but  they  do  nothing  about  it. 

The  question  is  can  you  impute  motives  to  them  when  they  don't 
ask  questions?  I  think  the  problem  is  they  are  too  willing  to  take 
that  money  and  ask  no  questions  and  it  is  going  on  too  prominently 
and  somehow  the  public  and  financial  institutions  have  to  do  some- 
thing about  it.  That  bank  in  McAllen  probably  knows  about  it  but 
they  don't  ask  any  questions  and  they  take  it.  That  should  be  a 
subjective  position. 

Now,  you  would  say,  yes,  they  should  have  stopped  this  years 
ago,  but  nobody  did.  You  unraveled  this  thing  and  it  was  done  by 
way  of  detection,  not  by  our  forms  and  our  institutions  telling  us 
what  is  happening,  but  you  painstakingly  kept  at  it  and  that  is 
why  we  have  to  increase  the  detection  aspects,  and  I  hope  we  can 
keep  on  doing  that  in  a  major  manner. 

Thank  you  for  your  testimony. 

Mr.  Saldivar,  you  are  in  the  McAllen  office? 

STATEMENT  OF  JESUS  D.  "JESSIE"  SALDIVAR 

Mr.  Saldivar.  I  am  in  the  Laredo  office. 

I  would  like  your  permission  to  read  my  testimony  and  then  an- 
swer questions. 

Good  morning,  Mr.  Chairman  and  members  of  the  Oversight 
Committee.  My  name  is  Jessie  Saldivar,  and  I  am  the  chief  inspec- 
tor of  enforcement  for  the  Laredo  District.  I  am  responsible  for 
overseeing  the  district  enforcement  operations  for  both  the  inbound 
and  outbound  programs. 

The  Laredo  District  encompasses  an  area  of  approximately  647 
miles,  an  international  border  along  the  Texas-Mexico  border,  in- 
cluding eight  ports  of  entry;  the  major  ports  of  entry  being  Laredo, 
Hidalgo  and  Brownsville. 

I  am  here  today  before  you  to  discuss  outbound  enforcement  suc- 
cesses and  to  answer  any  questions  you  might  have  on  outbound 
operations. 

The  Laredo  district  has  successfully  implemented  an  aggressive 
and  effective  outbound  program  at  all  of  our  ports  of  exit  as  man- 
dated by  law.  In  a  period  of  3  years,  the  Laredo  District  has  quad- 
rupled the  outbound  currency  seizures  we  have  made.  We  have 
come  from  just  over  $500,000  in  fiscal  year  1992  to  over  $2  million 
in  fiscal  year  1994,  and  the  year  is  not  over  yet. 

It  is  our  goal  to  continue  supporting  the  Customs  mission  of  out- 
bound enforcement  in  fiscal  year  1995,  and  we  will  do  this  by  at- 
tempting to  increase  the  number  of  outbound  inspectors  and  also 
to  maximize  available  resources  and  personnel  to  maximum  poten- 
tial. Also,  we  will  continue  working  very  closely  with  the  U.S.  Cus- 
toms Office  of  Enforcement  and  other  Federal,  State  and  local  law 
enforcement  agencies  in  order  to  effectively  disrupt  and  dismantle 
narcotic  organizations  operating  in  our  area. 

At  this  time,  I  would  like  to  discuss  our  outbound  program  and 
some  of  our  major  seizures  that  have  taken  place.  I  will  start  with 
our  outbound  program.  As  I  mentioned,  I  am  the  chief  inspector  for 
enforcement  responsible  for  overseeing  the  operations. 
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It  is  my  responsibility  to  schedule  outbound  enforcement  oper- 
ations throughout  the  district  on  a  regular  basis.  We  often  utilized 
available  State  and  local  law  enforcement  personnel  to  assist  us  in 
our  endeavor.  We  have  local  agreements  in  place  that  allow  us  to 
do  this.  Our  outbound  operations  were  carried  out  directly  in  the 
middle  of  the  outbound  lanes.  We  have  no  facilities  in  the  inbound 
lanes. 

Our  inspectors  stand  in  the  middle  of  the  street  trying  to  stop 
the  flow  of  traffic.  In  order  to  do  this  safely,  we  set  up  temporary 
checkpoints  in  order  to  slow  down  the  flow  of  traffic.  Due  to  the 
tremendous  volume  of  private  and  commercial  vehicular  traffic  in 
our  area,  inspectors  cannot  examine  every  vehicle  exiting  the  coun- 
try. 

In  order  to  conduct  effective,  productive  targeting  of  money  couri- 
ers, inspectors  rely  on  the  latest  intelligence  that  has  been  received 
on  smuggling  patterns  throughout  the  southern  border,  the  exper- 
tise of  the  officers  that  have  been  working  the  outbound  program 
for  several  years,  and  utilizing  the  behavior  analysis,  questions 
when  they  stop  a  vehicle. 

Once  the  inspectors  set  up,  they  start  targeting  the  outgoing  traf- 
fic. The  inspector  will  determine  what  vehicles  to  stop  and  this  is 
based  on  intelligence  and  expertise.  Once  the  vehicle  is  stopped, 
the  inspector  will  ask  the  driver  and  occupants  the  $10,000  ques- 
tion. The  driver  and  occupants  will  be  advised  that  it  is  not  against 
the  law  to  transport  more  than  $10,000,  but  the  money  has  to  be 
declared  to  Customs. 

In  order  to  assist  the  inspectors,  currency  posters  and  signs  are 
posted  throughout  the  outbound  lanes  in  order  to  inform  the  travel- 
ing public  of  this  law.  If  the  vehicle  and  occupants  are  determined 
to  be  potential  money  couriers,  the  vehicle  will  be  then  selected  for 
intensive  inspection. 

Once  a  declaration  is  taken  from  everybody,  inspection  of  the  ve- 
hicle and  its  contents  will  commence.  In  fiscal  year  1992,  we  have 
found  concealed  bulk  money  in  numerous  areas  to  include, 
strapped  to  the  person's  body,  in  ladies  handbags  and  carrying 
cases,  in  suitcases,  concealed  throughout  the  natural  compartments 
of  the  vehicles,  in  Christmas  presents,  VCR's,  paperbacks,  cereal 
boxes  and  the  list  goes  on. 

I  will  talk  about  three  significant  seizures  that  have  taken  place 
in  our  area.  The  first  involved  over  $500,000  that  occurred  on  May 
6,  1992,  in  the  Port  of  Brownsville,  Tex.  A  20-year-old  Mexican  na- 
tional by  the  name  of  Roberto  Villarreal  was  stopped  by  outbound 
inspectors  going  into  Matamoros,  Mexico.  He  was  driving  an  1986 
Datsun  Centra. 

The  driver  was  asked  if  he  was  exporting  more  than  $10,000,  and 
in  a  very  hesitant  manner  he  gave  a  negative  answer.  Due  to  his 
reactions  and  responses,  he  was  targeted  for  an  intensive  inspec- 
tion and  he  was  requested  to  open  the  trunk.  As  he  exited  the  vehi- 
cle, we  noticed  he  attempted  to  flee  the  country  via  the  pedestrian 
lane  and  was  pursued  and  captured. 

He  was  returned  to  the  vehicle,  and  inspection  of  the  trunk  area 
revealed  medium-sized  cardboard  boxes  filled  with  money,  and  in- 
ventory of  the  money  revealed  $528,000  in  different  denominations. 
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It  was  drug  money.  The  subject  was  arrested  by  the  Customs  oflfi- 
cers  of  the  Office  of  Enforcement. 

During  the  proceedings,  the  subject  posted  a  $300,000  bond,  and 
at  that  time  fled  the  country.  Up  to  this  date  the  individual,  Ro- 
berto Villarreal,  is  a  fugitive  from  Customs.  To  exemplify  this  case, 
a  total  of  $800,000  was  seized,  and  to  this  date,  nobody  has  come 
forward  to  claim  the  money. 

Another  significant  seizure  recently  happened  on  August  9,  1994, 
in  the  Port  of  Brownsville,  Tex.,  involving  a  34-year-old  female 
Mexican  national  from  Matamoros.  Her  name  was  Dominga  Rivera. 
The  inspector  working  the  outbound  lanes  targeted  a  vehicle  con- 
taining three  individuals.  They  were  stopped  and  they  were  asked 
the  currency  question. 

When  the  currency  question  was  asked,  the  inspector  noticed 
that  the  females  reacted  toward  the  question  and  tried  to  avoid  any 
eye  contact  with  inspectors.  Due  to  her  responses,  they  were  se- 
lected for  inspection,  and  search  of  the  vehicle  and  contents  re- 
vealed $27,374  in  the  subject's  purse  and  the  inspectors  also  no- 
ticed that  the  subject  was  carrying  groceries  with  her  into  Mexico. 

Examination  of  the  groceries  revealed  $41,211  concealed  in  one 
cereal  box  of  Wheaties  and  $450,725  in  another  cereal  box 
Wheaties  box.  These  boxes  were  professionally  sealed  in  order  to 
avoid  any  detection  of  being  tampered  with.  They  were  detected 
when  inspectors  attempted  to  pick  up  the  box  and  they  noticed 
they  were  very  heavy.  The  subject  was  arrested  by  Customs  and 
the  case  is  under  investigation. 

During  the  briefing  by  agents  of  the  Office  of  Enforcement,  the 
subject  stated  she  has  smuggled  $800,000  in  a  similar  manner  in 
a  period  of  over  4  months.  The  case  will  be  coming  up  for  trial  pret- 
ty soon. 

The  final  case  that  I  will  be  talking  about  shows  the  joint  oper- 
ation we  have  with  the  State  and  locals.  This  case  involves  $59,000 
that  occurred  on  September  20,  1994,  at  the  Port  of  Laredo.  Laredo 
inspectors  and  an  officer  from  the  Laredo  Police  Department  were 
working  the  outbound  lanes.  Laredo  Police  Investigator  Ricardo 
Martinez  recognized  the  occupants  of  an  1986  Cadillac  as  members 
of  the  Tejas  smuggling  organization  operating  in  Nuevo  Laredo. 

The  vehicle  was  stopped  and  the  occupants  were  asked  if  thev 
were  transporting  more  than  $10,000.  Immediately  both  individ.- 
uals  gave  negative  responses.  The  vehicle  was  selected  for  inspec- 
tion and  a  search  of  the  trunk  area  revealed  $59,277  concealed  in 
the  rear  panels  of  the  trunk.  At  this  time  the  subjects  refused  to 
answer  further  questions  and  requested  legal  counsel.  Subjects 
were  arrested  and  the  case  is  under  investigation. 

Mr.  Chairman,  I  can  go  on  all  afternoon  discussing  similar  cases. 
We  do  have  a  major  problem  of  currency  smuggling  in  our  area,  but 
I  can  assure  you  that  the  Laredo  District  Inspection  and  Control 
is  out  there  day  in  and  day  out  trying  to  target  these  currency 
money  carriers. 

At  this  time,  if  vou  have  any  questions,  Mr.  Chairman,  I  will  be 
happy  to  answer  tnem. 

Chairman  Pickle.  Well,  I  am  impressed  with  the  ability  of  your 
inspectors  to  apprehend  people  who  look  suspicious.  I  wonder  how 
many  more  are  getting  away.  When  you  said  you  had  inspectors 
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out  in  the  streets,  do  you  mean  in  the  business  district  or  on  the 
border? 

Mr.  Saldivar.  Excuse  me,  sir,  I  didn't 

Chairman  Pickle.  You  said  your  agents  were  actually  out  on  the 
street  trying  to  apprehend  these  people. 

Mr.  Saldivar.  In  the  middle  of  the  street  in  the  outbound  lanes, 
going  into  Mexico  before  they  pay  at  the  toll  booths. 

Chairman  PiCKLE.  Of  course,  you  stop  the  cars  you  suspect,  but 
of  the  cars  coming,  out  of  10  cars,  how  many  are  stopped? 

Mr.  Saldivar.  We  stop  on  an  average  of  3  to  4  out  of  10,  sir. 

Chairman  Pickle.  If  you  are  doing  that,  you  are  stopping  almost 
every  other  one,  or  every  third,  or  fourth  car;  doesn't  that  slow 
down  traffic?  Do  you  get  complaints  from  people  crossing  over? 

Mr.  Saldivar.  We  do.  We  are  conscious  of  the  facilitation  phase 
of  the  international  movement  of  traffic.  We  immediately  take  a 
declaration  of  the  driver  and  occupants,  the  inspector  will  make  a 
decision  whether  to  refer  the  car 

Chairman  PiCKLE.  Can  you  pull  them  over  so  that  they  won't  be 
in  the  flow  of  traffic? 

Mr.  Saldivar.  Yes,  sir.  We  have  designated  areas. 

Chairman  Pickle.  Are  our  two  countries  in  general  accord  about 
the  number  of  cars  you  are  stopping  and  the  effect  you  have  on  the 
flow  of  traffic?  Are  they  agreeable  with  the  way  you  are  proceed- 
ing? 

Mr.  Saldivar.  We  have  not  received  any  major  complaints,  sir. 
This  program  and  the  outbound  program  is  new.  We  have  been  out 
there  since  fiscal  year  1992. 

At  first,  we  met  a  lot  of  resistance  from  the  community,  but  then 
they  realized  the  objective  we  were  pursuing.  Not  only  are  we  try- 
ing to  intercept  major  currency  smuggling  couriers,  we  are  also  try- 
ing to  stop  stolen  vehicles,  illegal  transportation  of  arms. 

Chairman  Pickle.  Is  this  same  kind  of  program  being  rec- 
ommended for  application  in  other  parts  of  the  country? 

Mr.  Saldivar.  The  outbound  programs  are  carried  out  all  along 
the  southern  border.  I  am  here  to  represent  the  Laredo  District, 
but  I  can  assure  you  that  El  Paso,  Nogales  and  California  are  also 
conducting  similar  programs  and  have  been  very  successful. 

Chairman  Pickle.  What  happens  once  you  catch  a  car  and  they 
say,  no,  we  don't  have  any,  but  you  are  suspicious  of  them  and 
have  them  open  the  trunk  and  you  find  they  have  money.  That  per- 
son is  now  under  surveillance,  subject  to  indictment.  Can  you  tell 
me  whether  those  individuals  are  tried  and  convicted?  What  hap- 
pens to  them? 

Mr.  Saldivar.  We  don't  prosecute  the  cases.  We  turn  it  over  to 
our  Office  of  Enforcement.  Immediately  upon  discovery  of  concealed 
contraband,  we  immediately  call  the  duty  agent.  The  duty  agent 
comes,  interviews  the  violator.  He  makes  a  determination  whether 
Federal  prosecution  will  be  obtained.  At  that  point,  he  consults 
with  the  local  district  attorney  and  a  determination  is  made  wheth- 
er to  prosecute. 

Chairman  PiCKLE.  Do  they  get  convicted  or  usually  get  off? 

Mr.  Saldivar.  In  the  majority  of  the  cases,  they  are  convicted 
and  the  money  is  forfeited  to  the  Customs  Service. 
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Chairman  Pickle.  This  committee  would  be  interested  in  know- 
ing the  number  of  arrests  and  stops  and  apprehensions  you  receive. 
I  would  like  to  know  what  has  been  the  final  outcome,  have  they 
be  convicted?  Will  you  give  our  committee  a  record  of  the  number 
of  cases  which  were  apprehended  and  then 

Mr.  Saldivar.  I  don't  have  that  information  with  me  but  we  can 
provide  it. 

Chairman  Pickle.  Furnish  it  to  the  committee  as  soon  as  you 
can. 

[The  information  follows:] 

Fiscal  year  1993: 

27  currency  cases  were  accepted  by  the  OE  RAC  office  for  Federal  prosecution. 

16  cases  were  accepted  by  the  local  U.S.  attorney's  ofTice  that  resulted  in  16  ar- 
rests. 

12  Federal  conviction  were  obtained  by  the  U.S.  attorney's  office. 
Fiscal  year  1994: 

9  currency  cases  were  accepted  by  the  OE  RAC  office  for  Federal  prosecution. 

4  cases  were  accepted  by  the  local  U.S.  attorney's  office  that  resulted  in  4  arrests. 

4  Federal  conviction  were  obtained  by  the  U.S.  attorney's  office. 

The  above  figures  represent  currency  seizures  initiated  by  the  inspection  and  con- 
trol division  and  accepted  by  the  local  U.S.  Customs  Ofiice  of  Enforcement  for  Fed- 
eral Prosecution. 

Chairman  PiCKLE.  Have  you  got  any  suggestions  for  us  that  we 
can  be  doing,  we  are  not  doing?  Do  you  have  recommendations  of 
things  that  we  should  be  doing  that  perhaps  we  can  give  help — are 
you  getting  cooperation  from  all  other  Federal  agencies  and  local 
agencies? 

Mr.  Saldivar.  Yes,  sir.  We  have  an  outstanding  working  rela- 
tionship with  all  the  Federal  and  State  and  local  agencies  in  our 
area.  We  work  as  a  team. 

Chairman  PiCKLE.  You  make  your  report  to  the  Justice  Depart- 
ment. That  person  decides  whether  he  will  make  a  case  of  this 
crime  or  not.  That  decision  then  is  strictly  left  up  to  the  U.S.  attor- 
ney? 

Mr.  Saldivar.  Yes,  sir.  Customs  tries  to  present  the  best  case 
possible.  That  judgment  call  is  made  by  the  U.S.  attorney. 

Chairman  Pickle.  What  happens  when  you  get  this  money?  You 
said  in  one  case  a  lot  of  money  was  seized  and  nobody  came  to 
claim  it. 

Mr.  Saldivar.  It  will  be  forfeited  to  the  government. 

Chairman  PiCKLE.  Are  you  using  the  forfeiture  funds? 

Mr.  Saldivar.  The  Laredo  District  is  utilizing  part  of  the  forfeit- 
ure funds.  Every  year  in  order  to  finance  the  multidiscipline  joint 
operations  with  the  State  and  locals,  I  put  in  a  request  to  the  for- 
feiture fund  to  obtain  moneys  for  reimbursement  for  the  salaries 
and  overtime  of  the  States  and  locals,  sir.  The  Federal  Government 
does  not  derive  any  benefits.  I  get  the  moneys  for  the  State  and 
local  agencies  to  assist  us  in  our 

Chairman  Pickle.  How  many  local  agencies  are  you  using  in  this 
manner,  in  the  Laredo  District? 

Mr.  Saldivar.  I  have  a  10-man  team  of  inspectors  at  Laredo,  a 
5-man  team  in  Hidalgo  and  a  5-man  team  in  Brownsville.  The 
other  places  do  enforcement  on  a  part-time  basis,  sir.  The  State 
and  locals  supplement  our  teams  by  as  much  as  5  to  10  officers 
during  the  operation  per  shift. 
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Chairman  Pickle.  Do  you  need  more  people  or  do  you  have  suffi- 
cient manpower  both  from  the  Customs  inspectors  and  also  from 
the  locals? 

Mr.  Saldivar.  At  this  time,  we  have  been  very  successful  with 
the  number  of  officers  that  we  have  out  there.  Anything  extra  will 
be  of  benefit  to  us,  sir. 

Chairman  Pickle.  The  forfeiture  of  money  that  you  receive,  is  it 
enough  to  carry  on  the  program  in  the  manner  that  you  wish  to 
pursue  it? 

Mr.  Saldivar.  We  put  in  the  request.  The  requests  are  deter- 
mined up — by  the  forfeiture  fund  program. 

Chairman  PiCKLE.  Here  in  Washington? 

Mr.  Saldivar.  Yes,  sir.  We  put  in,  for  example,  $1  million  and 
out  of  that  $1  million,  we  get — we  have  been  averaging  about 
$600,000  to  $700,000  per  year,  sir. 

Chairman  PiCKLE.  When  you  request  this  forfeiture  money  to  be 
turned  over  to  you  to  use,  you  have  to  get  permission  from  Wash- 
ington in  each  case? 

Mr.  Saldivar.  Yes,  sir.  Each  agency  has  their  individual  pack- 
age, sir. 

Chairman  PiCKLE.  Some  comments  were  made  early  this  morn- 
ing, I  asked  a  complainant  that  they  didn't  have  authority  for  any 
offset  procedure  to  be  used.  Though  they  don't  have  the  authority, 
the  program  is  underway  and  being  carried  out.  You  are  saying 
that  you  have  forfeiture  money  that  can  help  in  this  program? 

Mr.  Saldivar.  Yes,  sir.  Every  year  we  have  been  averaging 
$600,000  to  $700,000  per  year  from  the  forfeiture  fund  to  assist 
State  and  local  agencies. 

Chairman  PiCKLE.  It  is  your  testimony  then  that  forfeiture 
money  is  very  much  needed,  and  very  valuable,  to  help  you  carry 
out  your  operations? 

Mr.  Saldivar.  It  plays  a  significant  part  in  our  operation,  yes, 
sir. 

Chairman  Pickle.  Overall,  would  you  say  the  forfeiture  money 
is  a  third  of  your  funds  or  half  or  what  amount? 

Mr.  Saldivar.  It  will  be  a  small  percentage  compared  to  the  uni- 
verse, sir.  I  have  no  idea  what  the  overall  allocations  are  that  are 
made  to  each  agency,  but  we  receive  a  small  portion  based  on  the 
applications  that  we  put  in. 

Chairman  Pickle.  When  you  stop  an  automobile,  you  do  it  by 
suspicion  and  watch  how  they  answer  and  you  finally  look.  Appar- 
ently, a  lot  of  the  smugglers  coming  across,  you  are  apprehending 
them. 

Mr.  Saldivar.  Yes,  sir. 

Chairman  PiCKLE.  Do  you  have  instruments  that  you  use  to  de- 
termine whether  currency  is  being  smuggled  in?  Do  you  use  sniff- 
ing dogs? 

Mr.  Saldivar.  Yes,  sir,  the  Laredo  District  is  fortunate  to  have 
one  currency  canine  assigned  to  us,  and  that  canine  is  very  instru- 
mental in  finding  currency  concealed  in  packages,  suitcases 

Chairman  Pickle.  A  canine  can  apprehend  money? 

Mr.  Saldivar.  Yes,  sir,  we  have  a  currency  canine  that  detects 
the  odor  of  money,  sir. 

Chairman  PiCKLE.  I  am  not  talking  cocaine  or  drugs. 
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Mr.  Saldivar.  No,  sir,  this  is  money. 

Chairman  PiCKLE.  He  can  smell  money? 

Mr.  Saldivar.  Yes,  sir. 

Chairman  PiCKLE.  A  folding  bill. 

Mr.  Saldivar.  Paper  money,  yes,  sir. 

Chairman  PiCKLE.  And  a  dog  can  understand  that. 

Mr.  Saldivar.  He  has  been  very  successful.  If  I  am  correct,  our 
canine  has  detected  approximately  $700,000,  sir. 

Chairman  Pickle.  Well,  we  need  more  of  those  dogs,  then. 

Mr.  Saldivar.  We  need  more  of  those,  yes,  sir.  We  also  have  a 
mobile  x  ray  unit  assigned  to  our  district  and  that  system  assists 
us  to  X  ray  baggage,  parcels  that  we  encounter  and  it  expedites  the 
inspection  process,  sir. 

Chairman  Pickle.  Well,  Mr.  Saldivar,  I  want  to  thank  you  for 
your  work. 

Now,  the  examples  that  you  have  given  me  about  how  you  appre- 
hend or  question  people,  and  the  examples  Mr.  Iglio  has  just  given 
us  about  his  operations  and  how  he  traces  all  this  money  are  inter- 
esting for  this  committee.  I  believe  the  public  generally  ought  to 
know  that  we  are  at  work  and  that  we  are  trying.  And  that  it 
ought  to  serve  as  a  flag  and  a  warning  to  the  people  that  are  trying 
to  smuggle  this  money  across,  that  the  chances  are  that  they  are 
going  to  be  apprehended.  I  believe  the  message  is  that  our  chances 
are  improving  everyday. 

Mr.  Saldivar.  Yes,  sir. 

Chairman  Pickle.  In  apprehending,  and  it  is  going  to  be  more 
costly  for  them  eventually. 

Now,  if  we  can  somehow  accept  the  reality  that  this  is  tedious, 
slow  and  expensive,  still  we  have  to  pursue  it  or  else  the  money 
launderers  will  become  the  order  of  the  day  and  everybody  will  do 
it.  I  think  in  the  past  we  have  just  accepted  it  because  it  is  such 
a  big  problem  and  we  did  not  know  how  to  handle  it  and,  obviously, 
there  is  such  a  large  amount  of  money  in  it.  We  are  not  going  to 
stop  this  until  we  get  convictions. 

Mr.  Saldivar.  Right. 

Chairman  PiCKLE.  And  people  know  that  it  is  a  losing  propo- 
sition. I  hope  that  we  can  give  you  the  resources  you  need,  money, 
personnel,  procedures  to  improve  or  whatever  it  takes,  and  from 
the  field,  I  would  hope  that  you  would  tell  your  representative  or 
the  Congress  or  your  Agency,  the  Customs,  things  that  needs  to  be 
done  and  how  we  can  approach  it.  To  that  extent  then  I  think  we 
can  keep  the  pressure  on  it. 

Mr.  Saldivar.  OK,  sir. 

Chairman  PiCKLE.  So  I  encourage  you  to  do  that.  And  I  am  glad 
to  hear  these  examples,  because  these  are  success  stories. 

Mr.  Saldivar.  Yes,  sir. 

Chairman  Pickle.  We  do  not  know  of  the  stories  that  are  not 
successes  and  the  people  that  get  away,  and  we  have  to  concentrate 
that  we  keep  improving  our  program. 

I  think  that  is  all  the  questions  I  have  and  comments  to  you. 

I  want  to  thank  you  and  Mr.  Iglio  for  your  testimony. 

Now,  let  me  see  just  a  minute,  and  I  thank  you  very  much.  And 
before  I  adjourn,  I  have  another  memo  here. 


84-319  0-95-4 
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Mr.  Dolan,  you  are  still  here,  and  we  are  trying  to — we  are  jump- 
ing now  from  the  money  laundering  over  into  an  area  of  some  of 
these  forms  that  are  being  submitted,  particularly  with  reference 
to  tax-exempt  organizations.  Are  you  in  a  position  to  make  a  com- 
ment or  answer  questions  in  that  field? 

Mr.  Dolan.  On  the  tax-exempt  organizations,  I  am  not  sure  the 
nature  of  your  interest,  Mr.  Chairman. 

Chairman  Pickle.  Well,  I  am  interested  in  the  forms  that  are  re- 
quired to  be  filled  out  by  tax-exempt  organizations,  how  they  are 
using — how  they  are  handling  the  funds  involved.  And  I  am  con- 
cerned that  the  990s  are  not  being  completely  filled  out  and  we 
have  insufficient  information  to  proceed,  to  know  just  how  they  are 
using  these  funds. 

So  what  I  would  like  to  have  is  copies  from  your  agencies,  copies 
of  990s  for  some  specific  organizations  that  we  are  concerned  are 
not  complying  with  the  law.  And  I  want  to  ask  you  if  you  will  give 
me  copies  of  the  form  990s  for  such  schools  as  Harvard,  Stanford — 
990  forms  to  be  filled  out  by  the  Sloan  Kettering  and  other  compa- 
nies or  organizations  that  we  will  submit  to  you. 

We  will  submit  you  a  specific  list.  I  am  not  trying  to  target  just 
only  two  or  three,  but  in  general,  I  want  to  know  how  these  forms 
are  being  filled  out.  Can  you  do  that?  Is  that  a  problem? 

Mr.  Dolan.  We  will  try  to  be  responsive  to  your  request.  I  did 
not  come  today  prepared,  Mr.  Chairman,  but  I  will  take  your  re- 
quest and  try  to  be  as  responsive  as  we  can  be. 

Chairman  PiCKLE.  Well,  this  committee  has  held  two  or  three 
hearings  with  respect  to  tax-exempt  organizations  and  we  are  try- 
ing to  put  a  stop  to  the  abuse  that  is  going  on  in  the  program.  We 
have  passed  legislation  through  this  committee  to  go  to  the  floor 
that  will  stop  the  abuse,  and  we  think  it  is  high  time  that  that  is 
being  done,  because  many  of  the  tax-exempt  organizations  are  tak- 
ing advantage  of  the  system. 

Now,  the  question  is  can  we  do  it  and  in  what  manner?  And  one 
of  the  provisions  we  have  in  there  is  that  it  would  be  against  the 
law  to  make  the  loans  in  huge  amounts  of  money  tax  free,  that 
would  be  in  violation  of  the  inurement  provision.  And  the  question 
is  what  instances,  what  kind  of  loans  are  they  trying  to  make  and 
object  to?  Or  is  it  best  for  us  just  to  close  the  lid  on  the  abuses  and 
not  specifically  designate  by  loans  and  other  things? 

That  is  what  we  are  trying  to  find.  To  be  able  to  make  that  deci- 
sion we  have  to  know  what  kind  of  990s  have  they  asked  to  file. 
So  we  are  going  to  ask  you  to  submit  that  information  to  us  in 
short  order,  because  it  may  have  something  to  do  with  the  pending 
legislation. 

Mr.  Dolan.  Mr.  Chairman,  we  would  be  anxious  to  respond. 
Your  ongoing  interest  in  this  area,  and  particularly  your  support 
of  some  proposed  legislation  on  interim  sanctions,  is  something 
that  the  organization  has  been  very  appreciative  of  I  think  you 
know  we  have  stepped  up  what  we  call  our  large  case  examination 
program  in  the  exempt  organization  area.  Many  of  your  interests 
are  exactly  in  that  field. 

Chairman  Pickle.  Well  now,  I  noticed  in  the  paper  within  the 
last  couple  of  weeks,  roughly,  that  a  lawsuit  or  an  investigation 
audit  of  the  AARP  had  been  made,  and  that  that  organization  had 
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agreed  to  pay  a  fund,  a  certain  sum  of  money,  I  think  $135  million 
to  the  IRS  to  settle  a  long-running  tax  dispute.  Are  you  familiar 
with  that  case? 

Mr.  DOLAN.  I  am. 

Chairman  Pickle.  Well  now,  I  understand  that  the  IRS  believes 
that  that  royalty  income  received  by  AARP  from  companies  mar- 
keting automobile,  health,  life  insurance  and  other  products  to  the 
seniors  is  taxable  income.  Now,  the  AARP,  naturally,  disagrees,  ar- 
guing that  its  royalty  income  directly  relates  to  its  mission  of  pro- 
viding services  and  education  to  the  elderly. 

My  question  to  you  is,  is  this  actually  money  that  they  have  re- 
ceived by  virtue  of — through  the  unrelated  business  income  tax 
provisions? 

Mr.  DoLAN.  Mr.  Chairman,  I  think  it  would  be  inappropriate  for 
me  in  this  forum  to  be  very  explicit  about  an  individual  case.  We 
would  be  happy  to  discuss  that  with  the  chairman  or  the  committee 
outside  the  public  domain. 

But  I  can  tell  you  that  the  general  dilemma  you  have  described, 
the  general  challenge  of,  in  many  of  these  cases,  is  found  in  the  de- 
termination of  whether  the  source  of  the  income  relates  essentially 
to  the  exempt  purpose  or  whether  it  is  unrelated  business  income. 
And  there  is  a  whole  series  of  cases  around  that  and  many  of  our 
current  examinations  also  delve  into  that  dichotomy. 

Chairman  PiCKLE.  Well,  my  concern  is  that  it  is  obvious  to  the 
average  person  that  they  have  been  receiving  income  from  a  lot  of 
these  different  practices,  and  that  is  unrelated  business  income. 
And  if  it  is,  that  seems  to  me  that  this  is  IRS  saying  that  is  UBIT 
and  you  have  to  pay  a  fme  on  it.  And  AARP  has  agreed  that  that 
is  correct  and  they  have  done  it. 

Now,  if  that  is  so,  in  your  case  with  AARP,  and  I  commend  you 
for  settling  this,  although  I  do  not  know  any  of  the  details  of  it, 
but  it  seems  to  me  Hke  that  should  serve  as  a  reminder  to  all  of 
us  that  we  have  to  do  something  additional  than  we  have  been 
doing. 

We  have  not  been  able  to  get  any  support  out  of  Treasury — al- 
most very  little  support  in  the  form  of  moving  in  this  UBIT  area. 
Here  is  the  case  in  which  you  are  saying  the  law  is  that  you  do 
declare  income  on  income  that  is  unrelated  to  your  franchise,  and 
that  is  what  you  should  be  doing. 

Why  are  we  not  doing  more  of  this?  Have  you  got  any  other  cases 
pending  where  this  should  be  pursued  or  prosecuted? 

Mr.  DoLAN.  Mr.  Chairman,  there  are  varieties  of  cases  where 
that  issue  is  present. 

Chairman  PiCKLE.  Does  our  committee  know  anything  about  it? 

Mr.  DoLAN.  As  we  sit  here  today,  I  cannot  tell  you  which  of  our 
ongoing  cases  you  do  or  do  not  know  about,  but  I  would  say  to  you 
that  this  is  an  issue  that  is  being  and  will  continue  to  be  raised 
in  a  variety  of  different  fact  patterns. 

Chairman  Pickle.  Well,  I  would  think  this  should  be  clear  notice 
to  all  of  these  tax-exempt  organizations  throughout  America  that 
you  are  going  to  do  something  about  this  unrelated  business  in- 
come procedure,  that  many  of  them  just  simply  are  not  paying  any 
kind  of  a  tax  on  it.  And  it  is  an  unattended  problem  that  IRS  sim- 
ply has  not  faced  and  not  come  up  with. 
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We  could  not  get  any  support  on  it  2,  3,  or  4  years  ago.  It  seems 
to  me  like  you  are  saying  now  that  something  should  be  done.  At 
least  AARP,  this  is  a  sizeable  case,  $135  million,  that  there  is  a 
clear  recognition  you  are  going  to  go  after  some  of  these  things. 

Is  it  your  intent — can  you  say  from  IRS  that  you  are  going  to 
proceed  to  look  into  this  UBIT  question  more  closely? 

Mr.  DoLAN.  Mr.  Chairman,  we  certainly  are,  and  we  are  at  the 
moment  looking  at  that  as  well  as  a  number  of  other  issues  that 
we  think  go  directly  to  preserving  the  appropriate  integrity  of  the 
exempt  organization  status.  Because  to  the  extent  that  you  erode 
from  that,  I  think  you  erode  the  entire  exempt  organization  entitle- 
ment. 

Chairman  Pickle.  Well,  I  think  we  should  have  a  better  dis- 
course with  our  committee  and  the  IRS,  and  we  will  followthrough. 
I  recognize  you  are  not  authorized  to  make  clear  statements,  and 
you  may  not  know  how  to  answer  some  of  these,  and  I  may  not 
know  how  to  ask  the  question,  but,  we  understand  what  is  going 
on  here  and  what  should  be  pursued.  I  would  hope  you  would  look 
into  that  carefully. 

I  also  say  to  Mr.  Dolan  that  our  committee  is  concerned  that  we 
are  not — we  do  not  feel  that  the  IRS  is  taking  advantage  or  is  fol- 
lowing up  on  the  apprehension  or  correctness  of  a  lot  of  these  990s 
and  8300s.  We  have  occasions,  as  you  know,  where  we  just — these 
forms  are  filed  and  they  are  incorrectly  filed.  They  have  no  Social 
Security  number  on  them,  they  have  no  name  or  address.  You  are 
not  going  to  get  a  conviction  of  somebody  in  a  court  if  you  do  not 
have  a  Social  Security  number,  or  name,  or  address  on  it.  I  do  not 
believe  you  are  following  through  closely. 

As  I  understand  it,  you  are  supposed  to  file  your  8300  within  10 
days  from  the  time  the  transaction  takes  place?  We  have  instance 
after  instance,  hundreds  of  them,  where  they  are  never  made,  or 
they  may  even  be  filed  6  months  or  a  year  later.  You  cannot  appre- 
hend people,  merchants  or  others,  when  you  do  not  have  sufficient 
information.  At  least  40  or  50  percent  of  the  forms  we  have  looked 
at  are  incorrect;  not  filled  out  properly.  Now,  how  are  we  going  to 
correct  that? 

Mr.  Dolan.  Mr.  Chairman,  I  think  when  I  personally  was  before 
you  2  years  ago,  this  was  an  area  that  you  were  then  very  con- 
cerned about,  asked  us  to  step  up  our  efforts.  Some  of  the  Commis- 
sioner's testimony  this  morning,  and  her  longer  prepared  testimony 
goes  into  greater  detail,  what  we  have  tried  to  do — the  issue  of  per- 
fecting the  8300  is  still  an  issue. 

We  have  taken  what  were  very  poor  error  rates  back  when  we 
last  appeared  before  you  and  made  improvements  on  them,  but  I 
will  not  try  to  kid  you  that  when  you  are  still  running  in  the  high 
teens  and  20  percent  of  some  of  those  submissions  being  either  an 
error  by  virtue  of  the  Social  Security  number  or  an  address.  The 
way  we  have  tried  to  deal  with  that  is  we  have  tried  to  react  quick- 
ly to  it. 

We  have  our  examination  personnel  who  are  in  fact  imposing 
penalties  at  a  much  greater  rate  than  they  have  in  the  past.  But, 
ultimately,  we  are  dependent  on  the  merchant  or  the  bank  to  help 
us  perfect. 
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Chairman  Pickle.  When  you  say  your  agents  are  now  pursuing 
penalties  at  a  much  higher  rate  than  in  the  past,  I  want  some  spe- 
cifics on  that  because  I  question  how  much  of  that.  You  may  have 
had  no  penalties  previously  and  now  you  have  one  penalty.  I  am 
making  an  extreme  case,  but  I  have  been  told  that — IRS  officials 
have  told  us  that  the  difficulty  really  is  that  when  you  get  ready 
to  go  to  the  case,  nobody  wants  to  fool  with  it.  You  do  not  want 
to  fool  with  a  lot  of  little  cases  and  that  you  have  difficulty  getting 
the  Justice  Department  to  be  willing  to  file  suit;  that  they  just  do 
not  want  to  fool  with  it. 

Now,  I  have  to  accept  that  there  may  be  a  difficulty  in  some 
cases  of  the  U.S.  Treasury  not  wanting  to  fool  with  it,  because  that 
is  a  practical  problem  of  what  size  case  they  get  involved,  have 
they  got  the  time  and  so  forth,  but  our  records  show  that  though 
you  may  have  some  trouble  in  that  area,  the  big  problem  is  that 
you  have  the  authority  to  level  civil  penalties  on  a  lot  of  these 
firms  and  it  is  not  being  done. 

Now,  you  say  it  is  being  done  at  a  greater  rate. 

Mr.  DoLAN.  Mr.  Chairman,  I  think  what  I  would  like  to  do  is  go 
back  to  your  original  question,  which  was  multipart.  And  one  part 
was,  how  good  is  the  data  coming  into  you?  I  would  stipulate  to  you 
that  there  is  a  still  a  lot  of  work  to  be  done  in  making  sure  that 
those  67,000  8300s  that  come  to  us  are  usable.  There  is  still  a  sig- 
nificant percentage  of  those,  as  well  as  the  CTRs,  that  are  not. 

But  I  will  tell  you  that  I  think  what  the  Commissioner  tried  to 
point  out  today  is  that  one  of  the  things  we  did  not  feel  very  good 
about  the  last  time  we  were  before  you  was  our  ability  to  make  sys- 
tematic use  of  the  information  that  is  coming  to  us.  I  think  today, 
whether  it  be  in  the  way  we  used  them  in  the  nonfiler  program  or 
in  the  EXAM  collection  CI,  I  think  we  are  getting  much  more  bang 
for  the  buck  on  those  that  are  being  filed  and  brought  into  our  De- 
troit system. 

Chairman  Pickle.  I  hope  so,  and  I  hope  you  all  give  special  at- 
tention to  these  forms  that  are  being  submitted  because  the  base 
of  our  further  action  on  this  procedure. 

I  am  going  to  bring  this  hearing  to  a  close. 

I  want  to  thank  all  of  you  for  your  testimony.  We  are  making 

food  headway  but  we  have  so  much  more  to  go,  and  we  have  to 
eep  concentrated  and  on  all  agencies  of  the  Government  have  to 
work  on  this  thing.  So  I  hope  you  can  all  keep  this  good  work  up. 
The  hearing  is  adjourned. 

[Whereupon,  at  12:30  p.m.,  the  hearing  was  adjourned.] 
[Answers  to  followup  questions  to  Customs  for  the  record  follow:] 
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October  26,  1994 


WASHSNSTON,  D.C. 

RECEIVED 

1994 

The  Honorable  J.J.  Pickle  \/'-.,c- =r.H  \'.o— c 

Chairman  ^  Subcon-.ritiee  or,  Oversight 

Subcommittee  on  Oversight 
Committee  on  Ways  and  Mr^ans 
House  of  Representati  res 
Washington,  D.C.   205J.5 

Dear  Mr.  Chairman: 

Answers  for  the  record  to  the  questions  you  formally  asked 
subsequent  to  the  September  20,  19  94,  hearing  on  Money  Laundering 
are  enclosed  in  this  letter. 

I  appreciated  the  opportunity  of  appearing  before  your 
Subcommittee.   We  have  seen  many  changes  in  the  Customs  Service 
under  your  guidance.   The  oversight  provided  by  the  Subcommittee 
under  your  jurisdiction  has  given  direction  for  a  new  Customs 
Service  as  we  enter  into  the  21st  century. 

If  you  have  any  questions  on  the  enclosed  responses,  or  any  other 
issue  related  to  the  Customs  Service,  please  do  not  hesitate  to 
contact  me. 


Sincerely, 


George  J.  Weise 
Commissioner 


'QMJ^ 


Enclosure 


REPORT  DRUG  SMIGGLINC;  TO  UNITED  STATES  CUSTOMS  SERV  K  E  1-800BEALERT 
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1.    The  General  Accounting  Office  recently  reported  that  an 

estimated  $5  billion  is  smuggled  out  of  the  U.S.  annually. 

a.    How  much  currency  do  you  estimate  is  being  smuggled  out 
of  the  country  annually? 

Response : 

Since  money  laundering  processes  are,  by  definition, 
concealed,  there  is  no  actual  data  on  the  level  of 
these  activities.   In  addition  to  the  international 
trade  in  illegal  drugs,  money  to  be  laundered  also 
comes  from  more  "traditional"  operations  such  as  arms 
and  munitions  trafficking,  commercial  trade  fraud,  and 
tax  evasion.   There  are  various  estimates  on  the  amount 
of  money  laundered  through  cross-border  movement  of 
currency.   The  President's  Commission  on  Organized 
Crime  suggested  in  1984  that  while  money  made  from  U.S. 
drug  deals  is  an  estimated  $100  billion  annually,  only 
about  10  to  20  percent  made  its  way  into  international 
money  laundering  routes.   Five  years  later,  other 
government  agencies  stated  that  of  the  $110  billion  in 
U.S.  drug  trade,  either  80  percent  (State  Department 
estimate)  or  25  percent  (House  Committee  on  Banking, 
Finance  and  Urban  Affairs  estimate)  was  profit  that 
must  be  laundered.   In  April  1994,  the  Department  of 
State  estimated  that  non-drug  proceeds  may  account  for 
a  third  or  even  as  much  as  one-half  of  total  illicit 
proceeds.   Since  the  purpose  of  laundering  money  is  to 
make  illegal  money  appear  legitimate,  it  is  not 
possible  to  determine  how  much  of  the  money  involved  in 
international  exchanges  is  illicit  or  how  much  money  is 
being  smuggled  out  of  the  U.S. 
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b.    How  much  currency  does  Customs  seize  annually? 

Response : 

Listed  below  are  border  seizures  of  currency  and 
monetary  instruments.   These  figures  do  not  include 
amounts  seized  as  the  result  of  money  laundering 
investigations . 


Fiscal  Year 

No. 

of 

Seizures 

Amount  Seized 

89 

595 

$22 

million 

90 

821 

$52.5 

million 

91 

662 

$54  .4 

million 

92 

862 

$42  .4 

million 

93 

1,  015 

$46.5 

million 

94 

not  yet  ( 

rounted     over 

$59 

million 

The  figures  listed  below  represent  total  seizures  of 
cash,  monetary  instruments,  and  all  other  assets  (for 
example,  real  property  and  automobiles)  by  Customs 
under  the  BSA  or  1956/1957. 


Fiscal  Year 

Seizures 

1994** 

$453,631, 

,  000* 

1993 

$382,797, 

,  000 

1992 

$362,250, 

,000 

1991 

$301,693, 

,000 

1990 

$342,828, 

,  000 

1989 

$239,269, 

,  000 

1988 

$177, 865, 

,  000 

**  FY  1994  Year  to  July  31,  1994. 

*   includes  a  seizure  of  approximately  $100 

million  in  commercial  bonds  which  were  later 
determined  to  be  valueless 
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What  are  the  most  recent  trends? 

Response : 

What  appears  to  change  over  time  in  money  laundering 
operations  is  the  method  used  to  get  currency  into  the 
banking  system.   A  number  of  years  ago  the  focus  was  on 
laundering  cash  proceeds  from  drug  sales  through 
conversion  at  a  bank  teller's  window.   Increased 
pressure  from  law  enforcement  required  that  money  be 
moved  more  frequently  and  inconspicuously  forcing  drug 
traffickers  to  resort  to  wire  transfers  and  use  of 
front  companies  and  shell  corporations.   As  it  has 
become  increasingly  difficult  to  place  large  amounts  of 
bulk  cash  in  U.S.  banks,  the  cash  must  be  smuggled  out 
of  the  U.S.  into  countries  with  dollar-based  economies 
(such  as  Panama)  and  no  currency  reporting 
requirements.   (An  example  is  the  1992  seizure  of  two 
shipping  containers  in  which  Customs  Inspectors 
discovered  approximately  $7  million  in  cash  in  one  and 
approximately  $5  million  in  the  other  destined  for 
Panama) .   Foreign  free  trade  zones,  where  there  is 
often  a  bank  located  nearby,  offer  a  convenient  means 
to  enter  commercial  shipments  and  conduct  banking 
transactions.   Large  shipments  of  cash  are  also 
smuggled  across  the  Mexican  border  and  subsequently 
repatriated  to  the  U.S.  as  revenue  generated  by  money 
exchange  and  remittance  operations  along  the  Southwest 
border. 

Trade  money  laundering  through  the  over  and 
undervaluation  of  imported  and  exported  products  may 
represent  a  significant  opportunity  to  launder  money 
through  seemingly  legitimate  international  commercial 
shipments . 


d.    What  are  Customs'  long  and  short  term  goals? 

Response : 

In  response  to  the  resurgence  of  the  physical 
transportation  of  currency,  Customs  long-term  goal  is 
to  stop  the  flow  of  unreported  currency  departing  the 
U.S.   To  achieve  this  goal.  Customs  is  working  with 
foreign  governments  to  provide  money  laundering 
training  to  foreign  financial  investigative  units,  to 
assist  foreign  governments  in  the  development  and 
implementation  of  legislation  aimed  at  criminalizing 
money  laundering,  and  to  provide  technical  support  and 
assistance  in  the  development  of  financial  databases 
which  provide  information  useful  in  money  laundering 
investigations.   During  the  past  five  years.  Customs 
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has  hosted  approximately  25  international  executive 
level  conferences  attended  by  more  than  2,000 
officials,  and  we  continue  to  pursue  institution 
building  and  train-the-trainer  programs  in  money 
laundering  investigations  in  an  effort  to  build  shared 
interdiction  and  enforcement  capabilities. 

Customs  has  always  been  at  the  forefront  of  cooperative 
international  investigations.   From  the  BCCI  case  to 
the  recent  successes  of  Primo  Passo  and  the  Ken  MIZUNO 
investigation.  Customs  continues  to  share  intelligence 
and  case  techniques  with  fellow  law  enforcement 
entities . 

Short  term  goals  are  to  educate  businesses  that  impact 
international  commerce,  such  as  freight  forwarders,  air 
cargo  companies,  and  customs  brokers,  in  currency 
reporting  requirements  and  to  recognize  and  be  aware  of 
suspicious  transactions. 


103 


Customs  has  detected  and  seized  currency  being  smuggled  out 
of  the  U.S.  at  the  Texas  border  by  a  variety  of  individuals 
using  a  myriad  of  smuggling  techniques. 

a.  What  techniques  do  currency  smugglers  most  often  use  to 
smuggle  currency  across  the  Texas/Msxico  border? 

Response : 

A  Customs  investigation  targeting  money  laundering 
violations  in  the  Rio  Grande  Valley  disclosed  that 
couriers  would  either  drive  or  fly  currency  across  the 
U.S.  border,  declare  the  currency  on  a  Report  of 
International  Transportation  of  Currency  or  Monetary 
Instruments  (CMIR) ,  as  belonging  to  a  currency  exchange 
business  and  deposit  the  money  in  a  local  U.S.  bank. 
Subsequent  to  the  deposit,  operators  of  the  currency 
exchange  business  would  wire  transfer  blocks  of  money 
internationally.   The  volume  of  currency  being  imported 
was  approximately  $5  to  $10  million  per  week. 

The  following  concealment  techniques  have  been 
encountered  along  the  Texas/Mexico  border: 

o  body  carry 

o  luggage 

o  various  hidden  compartments  of  conveyances 

o  gj.ft -wrapped  boxes 

o  concealed  inside  groceries  and  packaged  foods 

o    secreted  inside  electronics  goods  (VCRs, 
televisions)  and  small  appliances. 

b.  How  did  Customs  detect  those  smugglers? 

Response : 

Currency  smugglers  are  detected  in  a  variety  of  ways  to 
include,  use  of  profiles  and  interview  techniques, 
recruitment  and  use  of  informants,  and  the  development 
and  utilization  of  intelligence  information. 

We  also  have  underway  efforts  to  educate  the  general 
public  and  those  businesses  that  impact  international 
commerce,  such  as  freight  forwarders  and  customs 
brokers,  in  the  recognition  of  suspicious  transactions 
and  how  to  report  them. 
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How  big  is  the  problem  at  the  border? 

Response : 

The  repeated  discovery  and  seizure  of  large  quantities 
of  cash  would  indicate  that  smuggling  at  the  Southern 
border  is  a  constant  and  staggering  challenge.   A 
Customs  investigation  targeting  money  laundering 
violations  in  the  Rio  Grande  Valley  disclosed  that 
couriers  would  either  drive  or  fly  currency  across  the 
U.S.  border,  declare  the  currency  on  a  Report  of 
International  Transportation  of  Currency  or  Monetary 
Instruments  (CMIR) ,  as  belonging  to  a  currency  exchange 
business  and  deposit  the  money  in  a  local  U.S.  bank. 
Subsequent  to  the  deposit,  operators  of  the  currency 
exchange  business  would  wire  transfer  blocks  of  money 
internationally.   The  volume  of  currency  being  imported 
was  approximately  $5  to  $10  million  per  week  -- 
representing  the  proceeds  of  a  single  major  money 
laundering  organization.   The  aforementioned  case 
demonstrates  the  breadth  of  the  currency  smuggling 
challenge . 

Do  you  believe  that  currency  smugglers  tend  to  use  the 
same  tried  and  true  technicfues  over  time? 

Response : 

Basic,  proven  smuggling  techniques  will  always  be  used 
because  Customs  is  not  omnipresent;  there  are  staffing 
limitations;  increased  pedestrian,  vehicle,  and 
commercial  traffic  as  a  result  of  NAFTA  allows 
violators  to  blend  in  with  legitimate  traffic. 

Once  a  successful  method  of  smuggling  is  detected,  it 
will  be  discontinued  or  changed  slightly  for  a  while, 
and  a  new  concealment  technique  will  be  devised.   For 
this  reason,  Customs  officers  along  the  border  must 
continuously  be  kept  informed  of  current,  as  well  as 
past  smuggling  techniques  to  remain  effective. 
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What  have  you  done  to  stop  these  smugglers?   What  more 
should  Customs  do? 

Response : 

Since  March  of  1993,  Customs  has  implemented  a 
dedicated  outbound  inspection  team  in  Laredo.   The 
various  other  ports  within  the  Laredo  district  do  not 
have  the  number  of  inspectors  to  establish  dedicated 
teams  but  do  work  outbound  inspections  as  directed  by 
established  guidelines  and  as  inspection  manpower  is 
available.   Customs  is  developing  Outbound  Enforcement 
Teams  which  will  consist  of  Inspectors,  Special  Agents, 
Canine  Enforcement  Officers,  and  Intelligence  Analysts 
working  together  to  reduce  the  number  of  random 
examinations  and  to  focus  enforcement  efforts  on 
quality  targets. 

Customs  is  also  making  use  of  technology  improvements 
to  enhance  and  assist  in  the  inspection  of  outbound 
cargo.   Customs  is  currently  using  pallet  x-ray 
machines,  mobile  x-ray  vans,  and  portable  x-ray 
machines  to  assist  in  the  inspection  of  outbound  air 
and  sea  freight .   The  Customs  canine  program  has 
trained  dogs  capable  of  alerting  to  the  scent  of 
currency,  and  the  dogs  placed  along  the  Southern  border 
have  been  used  with  considerable  success. 

Customs  educates  the  public  of  currency  reporting 
requirements  through  various  outreach  programs.   We 
also  have  underway  efforts  to  educate  businesses  that 
impact  international  commerce,  such  as  freight 
forwarders  and  customs  brokers,  in  the  recognition  of 
suspicious  transactions  and  how  to  report  them. 
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3.    What  is  happening  elsewhere  in  the  U.S.  that  concerns 
Customs? 

a.    How  much  cash  has  been  involved  in  recent  cases  handled 
by  Customs?   How  was  the  smuggling  detected? 

Response : 

In  $100  denominations,  cash  is  three  times  the  weight 
of  the  drugs  that  generate  it;  450  paper  bills  weigh 
one  pound.   In  the  more  common  street -level 
denominations  of  $10  and  $20  bills,  it  is  at  least  15 
to  30  times  the  weight  of  its  equivalent  value  in 
cocaine.   Cash  is  heavy  and  unwieldy;  to  move  cash 
around  the  world  in  the  quantities  and  with  the  speed 
demanded  by  the  operations  of  major  cartels  requires 
ingenuity  and  imagination. 

Three  recent  cases  illustrate  the  quantities  of  cash 
that  are  involved  in  currency  smuggling,  the  method 
used,  and  the  means  through  which  the  smuggling  was 
detected. 

o     In  April  1994  an  outbound  currency  interdiction 
team  discovered  bulk  currency  concealed  in  air 
compressors  readied  for  export .   The  team  also 
discovered  a  separate  shipment  of  speakers  with 
currency  secreted  inside.   The  currency  from  the 
two  seizures  totaled  $5.2  million.   Further 
investigation  by  special  agents  led  to  two 
additional  seizures,  totaling  $5.2  million,  at 
another  warehouse  location.   A  third  seizure  was 
made  by  an  inspector  who  recognized  similarities 
in  cargo  and  shipment  methods.   The  total  of  all 
these  related  seizures  was  $13  million. 

o    During  July  19  94,  Customs  Inspectors  and  the 
Florida  National  Guard  were  conducting  an 
examination  of  cargo  in  a  random  sweep  of  a 
warehouse  in  Miami.   Examination  by  a  mobile  x-ray 
van  revealed  small  bundles  concealed  within  10 
rolls  of  fiberglass  wallpaper.   Further 
examination  revealed  U.S.  currency  totaling 
$1,651,253 . 
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Customs  inspectors  at  Newark  seaport  seized 
$7,175,161  from  two  20-foot  containers  loaded  with 
dried  peas  on  board  a  vessel  destined  for 
Colombia.   The  violator,  a  packing  and  shipping 
company,  had  freshly  painted  each  container  in 
order  to  conceal  the  false  front  walls.   A 
subsequent  investigation  by  special  agents  led  to 
the  seizure  of  an  additional  $4  million  when  a 
suspect  was  apprehended  at  his  residence,  bringing 
the  total  amount  seized  to  over  $11  million. 
Information  developed  during  the  course  of  the 
investigation  revealed  that  the  seizure 
represented  approximately  1  month's  drug  profits. 


b.  What  about  cash  smuggling  at  the  Canadian  border? 

Response : 

There  are  occasional  outbound  seizures  of  currency 
along  the  Northern  border.   Two  recent  seizures  include 
$1.3  million  seized  along  the  border  in  Vermont  and 
over  $1  million  dollars  seized  in  New  York.   Seizures 
along  the  Northern  border  are  usually  the  result  of 
selective  outbound  enforcement;  however,  the  level  of 
intensity  is  not  equal  to  the  Southern  border.   The 
actual  threat  includes  both  inbound  and  outbound 
transportation  of  currency. 

c.  Why  are  we  concerned  about  large  amounts  of  cash  coming 
into  the  U.S.? 

Response : 

Customs  is  concerned  about  the  transportation  and 
transfer  of  currency  into  the  U.S.  for  the  following 
reasons : 

o    Customs  enforces  those  provisions  of  the  Bank 

Secrecy  Act  that  require  any  person  who  transports 
monetary  instruments  in  excess  of  $10,000  into  or 
out  of  the  United  States  to  report  such 
transactions . 

o     Customs  also  enforces  those  provisions  of  the 

Money  Laundering  Control  Act  that  are  intended  to 
combat  efforts  by  foreign  criminals  to  use  the 
U.S.  as  a  safe  haven  for  their  illegal  gains 
derived  in  foreign  countries.   Customs  has  seized 
drug  proceeds  brought  into  the  U.S.  and  has  also 
seized  proceeds  from  foreign  frauds  and  thefts. 
In  a  current  investigation  involving  the  proceeds 
of  a  fraud  committed  in  Japan  and  transferred  to 
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the  U.S.,  Customs  has  seized  real  property  and 
other  assets  purchased  in  the  U.S.  at  a  cost  of 
approximately  $120  million,  making  this  the  second 
largest  non-drug  money  laundering  investigation 
ever  prosecuted  by  U.S.  law  enforcement.   (BCCI 
was  the  largest) . 
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4.    GAO  has  been  investigating  for  the  Subcommittee  the 

possibility  that  the  apparent  legitimate  international 
transportation  of  goods  is  being  used  to  disguise  money 
laundering. 

a.  Do  you  think  that  money  launderers  are  buying  and 
selling  goods  internationally  as  a  method  of  disguising 
the  illegitimate  movement  of  money  between  countries? 

Response : 

Customs  continues  to  investigate  the  utilization  of 
international  commerce  as  a  mechanism  for  the 
comingling  and  laundering  of  illicit  proceeds. 

b.  How  are  they  doing  this? 

The  import -export  system  is  an  ideal  mechanism  for 
money  laundering.   Commodity  pricing  receives  little 
official  examination  and  it  eliminates  the  need  to 
transport  large  volumes  of  cash.   For  a  person  to 
engage  in  trade  money  laundering  he  need  only  create, 
or  have  access  to,  a  collaborative  import-export 
company  in  the  U.S.  and  a  bank  that  winks  at  grossly 
distorted  prices  contained  in  shipping  documents 
accompanying  letters  of  credit. 

Exporters  and  importers  can  permit  payments  with  cash 
in  unlimited  amounts  with  no  obligation  to  report  this 
transaction  on  IRS  Form  8300,  as  car  dealers,  jewelers, 
and  other  businesses  do.   Why  not?   Changes  in  IRS 
regulations  in  1992  make  reportable  only  those 
transactions  which  involve  a  "retail  sale"  of  a 
"consumer  durable"  --  which  by  definition,  leaves 
importers  and  exporters  out  of  picture.   Prior 
regulations  did  not  have  those  restrictions.   (The 
regulations  were  changed  in  response  to  a  change  in  the 
cash  reporting  law.) 

o     A  foreign  arms  trafficker,  for  instance,  could 

receive   proceeds  in  commodities,  and  convert  them 
into  cash  when  the  commodities  are  sold. 

o     To  move  money  from  a  foreign  country  to  the  U.S., 
a  foreigner  purchases  a  commodity  from  the  U.S. 
exporter  at  higher  than  the  normal  price;  this 
creates  abnormally  high  profit  for  the  U.S. 
exporter  and  allows  money  to  move  from  the  foreign 
country  to  U.S. 

o     Conversely,  a  U.S.  importer  who  purchases  a 

commodity  from  a  foreign  source  at  an  abnormally 
low  price  and  then  resells  the  commodity  in  the 
U.S.  for  a  high  profit  moves  money  from  a  foreign 
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country  to  the  U.S. 

To  move  money  from  the  U.S.  to  a  foreign  country, 
U.S.  goods  are  purchased  at  abnormally  low  prices 
for  resale  in  the  foreign  market  or  a  U.S.  firm 
imports  products  at  abnormally  high  prices,  thus 
transferring  capital  offshore. 


Examples 

Precious  Metals 

An  excellent  illustration  of  how  money  can  be  laundered 
through  international  trade  transactions  was  uncovered 
during  a  recent  Customs  investigation  involving  imports  of 
precious  metals  into  the  U.S.   This  investigation  alleged 
that  importers  and  domestic  traders  of  gold  bullion 
falsified  the  value  of  gold  they  imported  into  the  U.S.  in 
order  to  legitimize  the  flow  of  cash  out  of  the  U.S.   The 
scheme  worked  as  follows: 

1)  couriers  delivered  cash  proceeds  to  a  gold  dealer; 

2)  the  gold  dealer  then  set  up  a  sham  import  of  gold 
from  a  country  in  South  America; 

3)  the  gold  dealer  actually  imported  low  grade  gold  ore 
(which  contains  only  a  small  percentage  of  gold)  into 
the  U.S.  and  declared  it  as  high  grade  raw  gold  (there 
is  no  tariff  on  raw  gold  so  declaring  a  higher  price 
did  not  result  in  any  import  duties) ; 

4)  phony  invoices  requesting  payment  for  the  gold  at  an 
inflated  price  were  generated  providing  cover  for  the 
dealer  to  transfer  money  and  checks  south; 

5)  couriers  physically  transported  the  cash  from  the 
U.S.  to  South  America,  filing  a  CMIR  showing  that  the 
money  was  in  payment  for  an  import  of  gold  (money 
carried  out  equaled  the  value  of  gold  imported) ; 

6)  as  the  scheme  progressed,  lead  disguised  as  gold  was 
imported  as  gold  bullion;  and  eventually  nothing  was 
imported  while  false  documentation  was  created  showing 
importations  of  gold  and  other  precious  metals. 

It  is  estimated  that  this  laundering  network  moved 
criminal  proceeds  estimated  at  $30  million  per  month. 
During  November,  1991,  approximately  140  bank  accounts, 
containing  approximately  $6.6  million,  were  seized  in 
Miami.   Several  targets  of  this  investigation  fled  the 
U.S.  and  are  currently  fugitives. 
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Imported  Shrimp 

A  second  recent  case  involved  the  overvaluation  of 
shrimp  imported  into  the  U.S.  from  Colombia.   In  this 
scheme  the  Colombian  exporter  would: 

1)  Export  $1  million  worth  of  shrimp  to  a  supermarket 
chain  in  the  U.S. 

2)  The  exporter  would  falsify  invoices  and  export 
documents  to  show  that  the  shipment  was  worth  $2 
million . 

3)  Exporter  would  receive  $1  million  from  the 
supermarket  chain  for  the  legitimate  product . 

4)  Concealed  inside  the  shipment  of  shrimp  was  cocaine 
which  the  exporter  sold  for  $1  million. 

5)  Exporter  would  send  $2  million  back  to  Colombia. 

6)  As  an  added  bonus  to  scheme,  exporter  received  a 
12%  export  incentive  from  Colombian  government  ($2 
million  x  12%  =  $240,000) . 

7)  Exporter  used  the  $240,000  to  finance  next  cocaine 
shipment . 


c.    What  are  you  doing  to  stop  them? 

Response : 

Two  years  ago,  two  professors  from  Florida 
International  University  (Simon  Pak  and  John  Zdanowicz) 
announced  results  of  a  research  project  they  conducted 
on  international  price  discrimination.   In  attempting 
to  learn  why  similar  commodities  were  sold  in  different 
countries  at  different  prices,  they  began  observing 
ridiculous  price  differences  --  2,000  times  the  average 
world  price  or  3  percent  of  the  average  world  price. 

This  discovery  prompted  Customs  to  begin  applying 
sophisticated  computer  technology  to  target  likely 
instances  of  laundering  in  international  commerce.   In 
June  of  1993,  Customs  launched  a  program  called  Trade 
Information  Development  Exchange  (TIDE) .   The  mission 
of  TIDE  is  to  sift  through  the  massive  volume  of  U.S. 
import  transactions  and  identify  those  transactions 
that  may  involve  illegal  activities,  such  as  commercial 
trade  fraud  and  money  laundering. 
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The  heart  of  the  TIDE  operation  is  a  user-friendly, 
menu-driven  software  system  which  allows  even  users  who 
are  not  technically  proficient  to  access  trade  data 
bases  and  retrieve  identities  of  U.S.  importers  and 
foreign  exporters  and  information  on  U.S.  trade 
pricing. 

The  TIDE  system  along  with  an  analytical  unit  of 
special  agents,  analysts,  and  inspectors  sifts  through 
the  massive  volume  of  U.S.  import  transactions  and 
flags  those  import  transactions  conducted  at  prices 
either  below  or  above  the  norm  for  a  specific  import. 

After  detecting  abnormal  transactions,  the  TIDE  system 
can  tie  those  transactions  to  specific  importers  whose 
shipments  may  deserve  closer  examination.   The  TIDE 
system  is  capable  of  not  only  identifying  price 
discrimination,  but  can  also  identify  those  importers 
responsible  for  the  abnormal  pricing. 

International  commerce  can  be  viewed  as  a  huge  field 
covered  with  thousands  of  haystacks  --  each  haystack 
representing  goods  or  services  traded  internationally. 
TIDE  is  the  technological  equivalent  of  a  sophisticated 
metal  detector  that  can  find  a  needle  in  a  haystack; 
however,  the  detector  can  only  work  on  one  haystack  at 
a  time  and  the  needles  keep  moving  among  the  haystacks. 

The  massive  size  of  the  international  commerce  data 
base  has  restricted  examination  of  goods  and  services 
to  only  a  handful  of  more  common  commodities  and  slowed 
the  development  of  a  sophisticated  detection  system 
that  can  simultaneously  find  the  needles  in  all  the 
different  haystacks. 

TIDE  is  limited  by  its  exclusive  focus  on  the  analysis 
of  U.S.  imports.   Export  statistics  are  managed  by  the 
U.S.  Department  of  Commerce  and  that  data  base  is 
incompatible  with  the  import  data  base  managed  by 
Customs . 

One  of  the  goals  of  TIDE  is  to  develop  computer 
programs  that  determine  pricing  for  not  only  all  U.S. 
imports  and  U.S.  exports  but  also  trade  through  third 
countries  as  well. 
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Both  Customs  agents  and  Customs  Inspectors  are  involved  in 
enforcing  our  money  laundering  laws. 

a.  How  many  agent  staff  years  does  Customs  have  devoted  to 
enforcing  money  laundering  laws? 

Response : 

The  following  are  the  staffing  figures  for  Customs 
money  laundering  investigations  (Special  Agent  staff- 
years)  from  FY  88  through  FY  93: 

Fiscal  Year  Agent  Staff-Years 

1993  467 

1992  481 

1991  463 

1990  462 

1989  399 

1988  318 

b.  How  many  inspector  staff-years? 

Response : 

Customs  employs  approximately  6,600  inspectors.   Of 
those  6,600  inspectors,  150  inspector  positions  are 
dedicated  to  outbound  enforcement.   In  addition  to  the 
full-time  positions,  many  locations  add  to  existing 
teams  with  part-time  positions  and  support  personnel. 
Appreciable  man-years  are  added  to  our  efforts  through 
selective  work  in  many  locations,  by  special 
operations,  by  blitzes,  or  by  regular  outbound 
operations.   We  recently  completed  Operation  Outlook,  a 
year-long  effort  (March  1993  through  February  1994) 
specifically  concentrating  on  the  outbound  program  area 
of  currency  interdiction.   We  more  than  doubled  those 
150  full-time  positions  to  300,  and  for  the  full  year 
those  positions  were  dedicated  to  currency  interdiction 
only,  and  not  other  areas  of  outbound  enforcement. 

c.  What  percentage  of  Customs  total  agent  and  inspector 
staffing  does  that  represent? 

Response : 

For  agent  staff-years,  467  represents  21  percent  of  the 
Customs  agent  staffing. 

For  inspector  staff -years,  we  estimate  300  positions. 
That  represents  150  full-time  positions  and  the 
equivalent  work  done  by  part-time  teams  and  special 
operations.  300  inspector  staff -years  represents 
approximately  5  percent  of  inspector  staff. 
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d.    Do  you  plan  to  build  any  facilities  at  outbound  border 
crossings  to  help  your  inspectors  inspect  outbound 
traffic? 

Response : 

We  recognize  the  need  for  outbound  facilities  but  there 
are  no  formally  approved  plans  at  this  time.   The  U.S. 
Border  Station  Design  Guide  issued  by  GSA  in  1992 
includes  Export  Inspection  Facilities  as  a  major 
component,  and  we  will  continue  to  incorporate  outbound 
requirements  where  possible  in  all  construction. 


84-319  S'/^ 
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HOWRGY^  SIMON 


OCTOBER  3, 1994 

STATEMENT  OF  EZRA  C.  LEVINE 
on  behalf  of 

AD  HOC  INDUSTRY  GROUP 
OF  MONEY  TRANSMITTERS 

THE  NON-BANK  MONEY  TRANSMITTER  INDUSTRY 
SERVES  VITAL  NATIONAL  FINANCIAL  INTERESTS 

INTJ^ODUCTION 

Non-bank  money  transmitters  are  a  diverse  group  of  non-depository  financial 
institutions  that  provide  critical  financial  services  to  the  public  at  affordable  prices.  In  the 
forefront  of  this  industry  are  the  members  of  the  Ad  Hoc  Group  of  Money  Transmitters 
(the  "Ad  Hoc  Group"):  THOMAS  COOK  INC.;  TRAVELERS  EXPRESS  COMPANY, 
INC.;  WESTERN  UNION  FINANCIAL  SERVICES,  INC.;  CITICORP  SERVICES,  INC.; 
COMDATA  NETWORK  INC.;  INTEGRATED  PAYMENT  SYSTEMS  INC.;  and 
INTERPAYMENT  SERVICES,  LTD.,  all  leading  national  providers  of  non-bank  money 
transmission  services. 

While  the  Ad  Hoc  Group  members  are  the  major  vendors  of  money  transmission 
services  offered  to  the  American  public,  the  industry  is  composed  of  many  firms, 
including  small  single-outlet  money  order  issuers,  currency  exchanges,  foreign  money 
transmitters  and  regional  money  transmitters.  "Money  transmitter"  is  a  term  that  is  used 
to  describe  those  non-bank  institutions  that  provide  services  including  sales  of  money 
orders,  foreign  currency-denominated  checks  and  travelers  checks,  domestic  and  foreign 
funds  transfers  by  wire  and  payment  orders,  and  cash  advances. 

The  primary  methods  of  delivering  these  services  include  face-to-face  interactions 
between  employees  and  customers;  face-to-face  interactions  between  independent  third - 
party  vendors  and  customers;  and  telephonic  and  electronic  network  transactions.  In 
general,  the  primary  divisions  in  the  industry  are  between  domestic  and  foreign 
transmitters,  those  that  serve  consumer  and /or  commercial  customers,  those  that 
specialize  in  a  particular  type  of  payment  instrument  (e.g.,  money  orders),  and  those  that 
concentrate  in  specific  geographic  or  ethnic  markets. 
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Non-bank  money  transmitters  have  established  a  base  of  customers  that  includes 
businesses  and  individuals  that  traditionally  used  banking  institutions  but  now  prefer  the 
convenience,  service  and  attractive  prices  of  non-banks.  Additionally,  non-bank  money 
transmitters  serve  those  customers  who  cannot  afford  banks.  In  short,  the  range  of 
customers  served  by  non-banks  includes:  (1)  the  "unbanked"  customers  who  can  no 
longer  afford  banks  but  who  need  domestic  check  and  wire  payment  order  services;  (2) 
traditional  bank  customers  who  need  emergency  or  low-cost  funds  transfer  services;  (3) 
customers  who  need  to  transfer  money  to  less  developed  nations;  (4)  foreign  visitors  or 
domestic  tourists  who  have  no  local  bank  account;  and  (5)  businesses  that  desire  quality 
financial  services  at  economical  prices. 

Non-bank  money  transmitters  of  whatever  size  have  one  thing  in  common  —  they 
deal  in  financial  transactions.  Therefore,  like  banks,  they  are  concerned  with  issues 
relating  to  money  laundering.  While  there  is  no  evidence  that  there  is  widespread  fraud, 
corruption  or  money  laundering  activity  at  non-bank  money  transmitters,  the  Ad  Hoc 
Group  and  many  other  industry  members  have  supported  constructive  efforts  on  the 
state  and  federal  level  to  deal  with  money  laundering  concerns  and  have  engaged  in  self- 
help  policing  efforts  to  ensure  compliance  with  pertinent  state  and  federal  currency 
reporting  and  recordkeeping  requirements. 

I.          NON-BANK  MONEY  TRANSMITTERS  PROVIDE  ECONOMICAL 
FINANCIAL  SERVICES  TO  BOTH  THE  UNBANKED  AND 
TRADITIONAL  BANK  CUSTOMERS. 

Non-bank  money  transmitters  serve  a  major  segment  of  the  U.S.  population  -  low 
and  moderate-income  families  -  that  is  effectively  foreclosed  from  access  to  traditional 
depository  institutions.  For  example,  data  released  by  the  Federal  Reserve  Board 
confirms  a  dramatic  increase  in  the  last  decade  in  the  percentage  of  households  that 
maintain  no  deposit  account  of  any  type.  This  phenomenon  is  pronounced  among 
moderate-  to  low-income  households,  and  among  the  youngest  and  least  educated 
segments  of  the  population.  In  fact,  for  those  Americans  making  less  than  $12,000 
annually,  more  than  40%  have  no  bank  account. 

In  addition,  particularly  in  the  wake  of  the  recent  wave  of  bank  failures,  mergers, 
and  consolidations,  banks  in  major  cities  throughout  the  United  States  are  more  likely  to 
be  situated  in  high-income,  low-minority  neighborhoods.  Following  deregulation  of  the 
banking  industry  in  the  1980s,  there  was  a  mass  exodus  of  banks  from  the  inner  cities 
and,  concomitantly,  banks  began  charging  fees  for  consumer  services  that  were  once 
offered  for  little  or  no  cost.    Since  1990  alone,  fees  charged  by  banks  for  checking 
accounts  and  other  retail  banking  services  have  risen  substantially.  The  Federal  Reserve 
Board,  in  an  annual  report  to  Congress,  recently  affirmed  that  "[a]  trend  in  the  direction 
of  higher  fees  is  readily  apparent"  among  banks. 

As  a  result  of  these  factors  -  fewer  banks  and  higher  retail  costs  for  basic  bank 
services  —  many  Americans  have  become  "unbanked"  in  that  they  maintain  no 
depository  account  or  a  minimal  presence  such  as  a  savings  account.  By  one  estimate, 
there  are  now  at  least  "15  million  households  without  traditional  banking  relationships. 


117 


[comprised]  chiefly  [of]  the  poor,  immigrants,  and  others  who,  for  such  reasons  as  income 
and  culture,  have  shunned,  or  been  shunned  by,  banks."  Those  15  milHon  or  more 
families  need  the  ability  to  obtain  negotiable  instruments  to  pay  bills,  to  transmit  funds  to 
relatives,  and  to  conduct  routine  day-to-day  financial  transactions.  With  little  or  no 
access  to  banks,  these  individuals  have  turned  to  the  economical  services  offered  by  non- 
bank  money  transmitters. 

A  vast  network  of  local  neighborhood  businesses  such  as  convenience  stores, 
supermarkets,  pharmacies,  travel  agents,  gas  stations  and  other  retail  outlets  sell  money 
orders  and  other  financial  services  as  third-party  vendors  for  non-bank  money 
transmitters.  This  network  affords  customers  convenient  locations,  access  and  expanded 
hours  of  service.  For  example.  Travelers  Express  Company,  Inc.,  the  nation's  largest 
issuer  of  money  orders,  has  over  40,000  locations  nationwide;  Western  Union  operates 
through  a  network  of  approximately  18,000  money  transmission  agents  nationwide;  and 
American  Express®  Money  Orders  are  sold  at  approximately  55,000  locations  in  the 
United  States,  while  MoneyGram^M  from  American  Express  is  offered  at  approximately 
11,000  domestic  locations. 

Additionally,  certain  non-bank  money  transmitters  and  their  third-party  vendors 
offer  unique,  individualized  services  such  as  providing  staff  conversant  in  foreign 
languages  or  the  ability  to  transmit  funds  to  inaccessible  foreign  locations  that  banks 
typically  do  not  serve.  Non-bank  money  transmitters  offer  flexibility  by  allowing 
customers  to  purchase  only  the  minimum  financial  service  required  without  requiring  the 
purchase  of  services  in  any  particular  combination  or  dollar  amount,  and  without 
requiring  that  customers  have  a  depository  or  other  continuing  historical  relationship 
with  the  nonbank  money  transmitter  beyond  the  immediate  transaction  at  hand.  In 
contrast,  some  banks  will  not  sell  a  money  order  or  negotiable  instrument  unless  the 
customer  has  an  account  with  the  bank.  Consequently,  many  bank  customers  use  non- 
bank  money  transmitters  for  particular  types  of  basic  services.  For  example,  for  a  family 
that  needs  a  few  checks  each  month  to  pay  obligations  such  as  rent,  telephone  bills, 
utilities  and  car  payments,  it  is  far  more  economical  to  purchase  money  orders  than  to 
maintain  a  checking  account. 

In  short,  many  Americans  are  turning  to  the  financial  services  offered  by  non-bank 
money  transmitters.  For  example,  money  order  sales,  a  bellwether  of  industry  activity, 
are  reported  to  be  on  the  upswing  despite  increased  usage  of  automatic  teller  machines, 
credit  cards  and  debit  cards. 

Non-bank  money  transmitters  are  growing  in  no  small  measure  because  of  the 
wide  disparity  in  fees  charged  for  similar  services  by  non-banks  versus  depository 
institutions.  For  example,  in  Washington,  D.C.,  money  orders  cost  $5  at  some 
NationsBank  branches,  while  at  Western  Union  a  money  order  may  be  purchased  for  75 
cents.    Similarly,  wire  transfers  of  modest  amounts  of  funds  -  under  $100,  for  example  - 
cost  only  $15  at  Western  Union  but  can  cost  $25  at  Washington,  D.C.  banks.  Likewise, 
obtaining  a  check  in  foreign  currency  costs  $20  to  $35  at  commercial  banks  such  as  Bank 
of  America,  but  only  $7  at  Thomas  Cook;  and  cashing  foreign-currency  checks  costs  $15  at 
some  banks  in  Washington,  D.C,  but  only  $3  at  Thomas  Cook,  Inc. 
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These  significant  differences  in  the  cost  of  services  occur  because  non-bank  money 
transmitters  are  expertly  servicing  a  niche  market  and  have  certain  economies  of  scale 
that  banks  do  not  have.  In  addition,  in  metropolitan  areas  where  the  demand  for  non- 
bank  financial  services  is  the  greatest,  retail  price  competition  among  non-bank  money 
transmitters  keeps  prices  for  these  services  at  market  levels.  Price  competition  in  the  non- 
bank  money  transmitter  industry  is  so  intense  that  authorized  vendors  sometimes  shift 
between  transmitters  to  obtain  better  prices  -  sometimes  as  little  as  a  few  pennies  -  to  be 
more  competitive  in  the  retail  markets  they  serve. 

Because  profit  margins  are  slim,  and  because  the  dollar  amount  of  individual 
transactions  is  small  (typically,  for  example,  money  orders  are  not  sold  in  denominations 
exceeding  three  hundred  dollars),  banks  are  simply  not  competing  for  this  type  of  retail, 
mass  market  business.  Not  surprisingly,  at  least  one  major  bank  recently  admitted  that 
"we  decided  years  ago  that  we're  not  in  the  money-order  business,"  and  that  providing 
money  orders  is  not  part  of  its  "core  business."  Thus,  banks  do  not  engage  in  price 
competition  with  non-banks  in  providing  these  financial  services  and,  in  the  economic 
environment  of  the  1990s,  are  not  interested  in  providing  services  that  do  not  return  a 
significant  profit. 

Nonbank  money  transmitters  also  provide  immigrants  with  essential  foreign  funds 
transfer  services  which  often  are  the  only  practical  means  of  transferring  funds  to  family 
members  in  their  native  countries.  As  a  result  of  the  recent  waves  of  immigration  from 
the  Caribbean,  Southeast  Asia,  South  and  Central  America,  and  Eastern  Europe,  the 
specialized  foreign  funds  transfer  services  provided  by  non-banks  are  in  great  demand, 
particularly  in  those  geographic  areas  where  such  immigrants  reside.  Because  of  their 
presence  in  ethnic  neighborhoods,  non-bank  money  transmitters  offer  more  convenient 
access  than  banks.  Non-bank  money  transmitters  also  perform  international  funds 
transfers  without  the  delays  and  high  fees  commonly  associated  with  bank  transfers. 
Unlike  international  transfers  between  banks  —  which,  because  of  the  clearance  process, 
may  take  4  to  6  working  days  —  transfers  through  a  non-bank  money  transmitter  network 
are  accomplished  almost  instantaneously. 

Facilitation  of  the  transmission  of  funds  by  immigrants  to  their  native  lands  also 
meets  an  important  U.S.  foreign  policy  goal.  The  economies  of  developing  nations  are  to 
a  large  extent  dependent  upon  funds  transferred  into  the  country  by  citizens  working 
abroad.  In  small,  developing  countries  such  as  the  Dominican  Republic,  for  example, 
remittances  of  funds  sent  home  by  immigrants  working  in  the  United  States  can 
constitute  the  principal  source  of  hard  currency  and,  in  some  cases,  may  exceed  local  cash 
income  from  all  sources.  Thus,  non-bank  money  transmitters,  which  can  facilitate 
transfers  of  funds  out  of  the  country,  in  many  cases  foster  developing  economies. 

In  addition  to  providing  services  to  the  unbanked,  non-bank  money  transmitters 
provide  services  to  traditional  bank  customers  who  need  to  transfer  funds  abroad  or  need 
quick  access  to  emergency  funds.  Non-bank  money  transmitters  also  serve  tourists,  both 
foreign  and  domestic,  who  need  on-the-spot  cash  and  the  ability  to  engage  in  financial 
transactions  when  travelling  in  areas  not  served  by  their  banks. 
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Finally,  in  transactions  such  as  currency  exchange,  funds  transfer  and  provision  of 
foreign  currency  checks,  the  non-bank  money  transmitter  industry  competes  directly  with 
banks  in  providing  such  services  to  businesses  throughout  the  United  States.  In  other 
cases,  non-bank  money  transmitters  provide  unique  funds  transmission  services  for 
particular  kinds  of  businesses.  For  example,  Comdata  Network,  Inc.  provides  funds 
transfer  services  to  the  trucking  industry  utilizing  truck  stops  throughout  the  United 
States  as  authorized  third-party  vendors. 

In  sum,  non-bank  money  transmitters  are  multifaceted  businesses  that  serve  many 
public  needs  in  an  effective,  cost-competitive  and  efficient  manner.  Non-bank  money 
transmitters  constitute  a  vital  alternative  to  banks  by  serving  a  growing  number  of 
Americans  who  need  low-cost  financial  services  and  cost  conscious  businesses  that  seek 
quality  service  at  economical  prices. 

II.         NON-BANK  MONEY  TRANSMITTERS  SHOULD  NOT  BE  SINGLED 
OUT  IN  THE  EFFORT  TO  COMBAT  MONEY  LAUNDERING. 

There  is  no  evidence  that  money  laundering  of  drug  profits  is  occurring  in  non- 
banks  at  a  rate  equal  to  or  greater  than  in  banks.    Recently,  after  months  of  hearings 
which  included  testimony  from  federal,  state  and  local  law  enforcement  officials,  a  state 
of  Florida  law  revision  task  force  reached  the  conclusion  that  no  evidence  of  widespread 
money  laundering  abuses  existed  within  the  non-bank  money  transmitter  industry.    In 
short,  stripped  of  exaggerated  and  unsubstantiated  anecdotes,  there  is  simply  no 
evidence  to  support  the  conclusion  that  non-bank  money  transmitters  are  a  significant 
part  of  the  problem  of  money  laundering. 

This  lack  of  evidence  is  in  part  due  to  the  fact  that  non-bank  money  transmitters 
actively  combat  abuses  of  the  system  and  in  part  because  non-bank  financial  transactions 
are  not  an  efficient  means  of  laundering  large  sums  of  currency.  For  example,  with 
respect  to  funds  transfers,  the  average  domestic  funds  transfer  through  MoneyGram  from 
American  Express  is  between  $250  and  $350,  while  international  transfers  through  the 
MoneyGram  system  average  between  $450  and  $500.    Similarly,  less  than  2%  of  transfers 
through  MoneyGram  exceeds  $3,000.    Transactions  in  these  amounts  simply  are  not  an 
effective  method  of  large-scale  money  laundering  particularly  when,  in  addition  to  the 
fee,  a  record  of  the  transaction  is  created .  With  respect  to  money  orders,  the  average 
dollar  amount  of  a  Travelers  Express  money  order  is  approximately  $100.  Travelers 
Express  money  orders  are  also  generally  subject  to  a  $300  limit  when  sold  by  retail 
institutions  and  to  a  $1,000  limit  when  sold  by  financial  institutions.  Logic  suggests  that, 
as  a  practical  matter,  it  makes  little  sense  for  a  launderer  to  pay  for  multiple,  small- 
denomination  money  orders  to  launder  large  sums.  In  short,  while  there  have  been 
isolated  instances  in  which  individuals  have  utilized  non-banks  to  launder  funds,  the 
costs  and  limitations  inherent  in  the  products  and  services  offered  by  nonbank  money 
transmitters  provide  a  disincentive  for  their  widespread  use  for  money  laundering 
purposes.  It  is  much  easier  for  a  money  launderer  faced  with  the  task  of  moving  large 
sums  out  of  the  country  to  export  the  cash,  a  conclusion  supported  by  a  recent  GAO 
report. 
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This  conclusion  -  that  non-bank  money  transmitters  on  the  whole  are  least  likely 
to  be  utilized  for  money  laundering  purposes  ~  is  supported  by  an  analysis  of 
developments  in  the  war  on  money  laundering. 

First  ■  there  is  increasing  evidence,  as  acknowledged  by  the  GAO  earlier  this  year, 
that  wholesale  money  laundering  is  accomplished  through  the  simple  expedient  of 
physically  shipping  large  amounts  of  U.S.  currency  abroad  to  countries  like  Colombia, 
Panama  or  to  the  Cayman  Islands  where  bank  secrecy  laws  prevail.  Such  transfers,  if 
successful,  involve  no  written  records  -  nothing  exists  to  trace  the  transfer  of  the  funds. 
Recent  reports  compiled  by  FinCEN  reveal  that  Colombia,  for  example,  a  country  that 
does  not  attract  a  large  amount  of  U.S.  tourist  dollars,  has  a  significant,  unexplained 
surplus  of  U.S.  currency.  According  to  U.S.  Government  officials,  the  Colombian  drug 
cartels  "repatriated  [to  the  U.S.]  anywhere  from  $4  to  $10  billion  in  1992"  of  unreported 
U.S.  currency.  It  is  widely  acknowledged  that  large  scale  smuggling  of  hard  currency  out 
of  the  United  States  continues  to  go  undetected. 

Second,  a  review  of  recent  money  laundering  cases  demonstrates  that  to  launder 
large  sums,  access  to  a  depository  institution  is  desirable.  While  the  domestic  banks 
attempt  to  prevent  money  laundering,  the  existence  of  only  one  corrupt  employee  in  a 
bank  can  be  sufficient  to  provide  access  to  legitimate  money  transfer  systems.  For 
example,  in  January  of  this  year  a  Luxembourg  bank  pled  guilty  to  laundering  millions  of 
dollars  through  its  U.S.  correspondent  bank.  Bank  of  America,  in  the  form  of  bundles  of 
cashier's  checks  all  of  which  were  drawn  on  U.S.  banks,  and  many  of  which  were  drawn 
on  different  branches  of  the  same  U.S.  bank.  In  1990,  U.S.  authorities  seized  more  than 
$12  million  from  an  international  drug  cartel  that  was  attempting  to  transfer  the  funds 
from  Luxembourg  banks  to  Colombian  banks  through  various  "intermediary  banks"  in 
New  York. 

The  non-bank  money  transmitter  industry  is  simply  too  small,  relative  to  banks,  to 
handle  the  vast  amounts  of  currency  currently  being  laundered.  The  amount  of  funds 
transferred  by  non-banks  on  a  daily  basis,  for  example,  is  minuscule  compared  to  the  total 
volume  of  financial  transfers  accomplished  in  the  United  States  by  banks.  Fedwire,  one  of 
the  primary  electronic  funds  transfer  systems  utilized  by  banks,  transfers  on  the  average 
of  $800  billion  a  day.  The  Federal  Reserve  Board  reports  that  Fedwire  conducted  more 
than  64  million  transactions  involving  more  than  $192  trillion  in  1991,  and  more  than  67 
million  transactions  involving  more  than  $199  trillion  in  1992.  When  combined  with 
figures  for  international  wire  transfers,  this  amounts  to  nearly  $450  trillion  a  year  that  is 
transferred  by  wire  through  banks.  By  contrast,  two  of  the  largest  U.S.  non-bank  "funds 
by  wire"  transmitters  move  less  than  $5  billion  per  year  in  the  aggregate.  This  is  less  than 
6  tenths  of  one  percent  of  what  depository  institutions  wire  transfer  in  a  single  day! 

Given  this  gross  disparity,  illicit  transactions  are  much  more  likely  to  occur  within 
the  banking  world,  and  to  occur  in  far  greater  dollar  amounts,  than  in  non-banks.  In  light 
of  this  overwhelming  disparity,  it  is  illogical  to  focus  on  non-banks  as  a  target  for 
remedial  measures  to  combat  money  laundering,  particularly  when  there  is  no  evidence 
of  widespread  abuse  in  the  industry. 
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III.       NON-BANK  MONEY  TRANSMITTERS  EMPLOY  SAFEGUARDS 
AGAINST  MONEY  LAUNDERING. 

The  Ad  Hoc  Group  supports  a  vigorous  and  realistic  anti-money  laundering  policy 
and  advocates  scrupulous  compliance  with  all  state  and  federal  money  laundering  laws 
and  regulations.  Industry  members  promote  this  important  public  policy  by  encouraging 
compliance  with  all  federal  and  state  money  laundering  laws  and  regulations,  by 
preparing  and  distributing  training  and  educational  materials  designed  to  educate 
authorized  third-party  vendors  and  industry  personnel  about  compliance  procedures, 
and  by  notifying  law  enforcement  authorities  of  suspicious  transactions  and  cooperating 
with  them  in  investigating  suspected  money  laundering  activities. 

The  money  transmitter  industry  employs,  as  a  front-line  defense  against  money 
laundering  activities,  careful  screening  and  background  checks  of  all  third-party  vendors. 
An  authorized  vendor  applicant  is  generally  required  to  provide  detailed  information 
such  as  its  business  structure,  banking  and  credit  references  and  financial  statements. 
Third-party  source  verification,  to  the  extent  it  is  commercially  available,  is  also  used  as  a 
screening  technique.    However,  because  money  transmitters  are  not  law  enforcement 
agencies,  they  have  no  access  to  government  data  banks  and  therefore  cannot  obtain 
criminal  background  checks  on  prospechve  third-party  vendors.  Moreover,  no  state  or 
federal  program  exists  to  receive  information  on  prospective  third-party  vendors  from 
non-bank  money  transmitters.  The  Ad  Hoc  Group  has  advocated  the  development  of  a 
governmental  clearinghouse  for  such  information  so  that  responsible  operators  can  screen 
proposed  authorized  vendors  in  advance. 

Industry  members  further  attempt  to  ensure  that  their  authorized  third-party 
vendors  fully  comply  with  all  state  and  federal  regulations  by  providing  them  with  plain- 
language  anti-money  laundering  compliance  information.  For  example,  many  industry 
members  have  provided  authorized  vendors  with  manuals  containing  guidance  on 
reporting  suspicious  transactions,  and  complying  with  federal  currency  transaction  report 
("CTR")  and  recordkeeping  requirements  and  other  anti-money  laundering  requirements. 
In  some  cases,  non-bank  money  transmitters  have  developed  materials  and  educational 
information  to  distribute  to  third-party  vendors  in  conjunction  with  federal  agencies  such 
as  the  Treasury  Department  and  the  Internal  Revenue  Service. 

Moreover,  to  the  extent  practicable,  industry  members  actively  monitor  their 
authorized  third-party  vendors  for  compliance  with  Treasury's  Title  31  regulations. 
Western  Union,  for  example,  reviews  its  manual  and  compliance  program  with  each  of  its 
authorized  vendors  at  least  once  a  year.  Both  Western  Union  and  Travelers  Express 
publish  periodic  newsletters  advising  authorized  vendors  of  developments  relating  to  the 
currency  reporting  requirements.  Thomas  Cook  utilizes  intensive  employee  anti-money 
laundering  educational  programs.  In  addition,  non-bank  money  transmitters  take  all 
practical  steps  to  monitor  their  authorized  vendors'  transactions  by  using  internal  review 
systems  to  identify  suspicious  transactions.  When  they  learn  of  noncompliance,  money 
transmitters  take  appropriate  steps  to  address  the  problem,  which  may  include  educating 
the  third-party  vendor  or,  in  extreme  cases,  reporting  the  vendor  to  the  appropriate 
federal  and  state  agencies  and  terminating  the  agency  relationship. 
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In  short,  there  is  simply  no  credible  evidence  of  widespread  corruption  of  non- 
bank  money  transmitters,  or  the  widespread  use  of  their  services  by  money  launderers  as 
a  conduit  for  illicit  funds.  The  legitimate  money  transmitters  have  implemented  internal 
policies  designed  to  combat  fraud,  money  laundering  and  other  potential  abuses  of  the 
industry. 

IV.       NON-BANK  MONEY  TRANSMITTERS  ARE  HIGHLY  REGULATED  BY 
STATES  AND  THE  FEDERAL  GOVERNMENT. 

State  Regulation 

Forty  five  states  currently  regulate  and  license  the  business  of  check  selling  and 
funds  transmission  by  wire  principally  to  insure  the  safety  and  soundness  of  such 
institutions.  (Fewer  states  regulate  check  cashing  and  foreign  exchange  of  currency.)  The 
Ad  Hoc  Group  and  other  industry  members  actively  support  state  licensing  efforts  aimed 
at  protecting  consumers  against  financial  risk  or  loss,  and  oppose  the  operation  of 
unauthorized  or  unlicensed  money  transmitters. 

The  Ad  Hoc  Group  advocates  enactment  of  uniform  state  laws  governing  the 
money  transmitter  industry  and  has  been  working  to  achieve  that  objective  in  concert 
with  the  Money  Transmitter  Regulators  Association  ("MTRA"),  the  national  organization 
of  state  regulatory  authorities.  The  MTRA  has  developed  a  model  legislation  outline  for 
the  regulation  of  non-bank  money  transmitters,  and  a  model  act  based  on  this  outline  has 
been  actively  supported  by  the  Ad  Hoc  Group.  Indiana,  Idaho  and  Tennessee  have 
recently  adopted  the  Model  Act. 

Furthermore,  almost  half  of  the  states  have  statutes  that  relate  to  money 
laundering.  The  Ad  Hoc  Group  supports  state  laws  that  mirror  federal  law,  and  at  least 
22  states  have  enacted  specific  anti-money  laundering  statutes  that  require  transaction - 
specific  reports  in  accordance  with  Title  31  requirements.  Violation  of  state  money 
laundering  statutes  is  usually  a  felony. 

In  the  last  few  years,  certain  states  have  identified  and  have  enacted  laws  to 
address  specific  perceived  abuses.  For  example,  in  response  to  growing  concerns  that 
certain  casas  de  cambio  were  acting  as  conduits  for  illicit  funds,  Texas  enacted  a  tough 
currency  exchange  act  which  it  actively  enforces.  In  Arizona,  a  money  transmitter  statute 
and  money  laundering  law  were  enacted  in  the  last  few  years  to  deal  with  that  state's 
perception  that  its  location  on  the  border  increased  the  possibility  of  money  laundering. 
Likewise,  New  York  State,  in  an  effort  to  police  more  effectively  non-bank  money 
transmitters,  has  been  aggressively  pursuing  unlicensed  operators  and  has  recently 
proposed  stringent  reporting  regulations  that  would  apply  to  financial  institutions. 

The  Ad  Hoc  Group  supports  reasonable  state  licensing,  examination  and  money 
laundering  laws.  Adequate  protection  of  consumers  and  the  public  at  large  requires  that 
state  licensing  statutes  be  rigorously  enforced  by  the  appropriate  agencies  and  that 
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banking  departments  and  other  state  enforcement  officials  receive  the  funding  necessary 
to  carry  out  this  task. 

The  Ad  Hoc  Group  also  believes  that  enactment  of  uniform  state  law^s  based  on  the 
MTRA  Model  Legislation  outline  would  significantly  enhance  law  enforcement  efforts  by 
establishing  nationally  known  and  easily  administered  industry-wide  standards  that 
would  reduce  compliance  burdens  for  the  mdustry  and  facilitate  multi-state  examination 
efforts.  Likewise,  the  Ad  Hoc  Group  supports  the  enactment  of  state  anti-money 
laundering  statutes  that  mirror  federal  recordkeeping  and  reporting  requirements. 

Federal  Regulations 

The  full  range  of  currency  reporting  and  recordkeeping  requirements  imposed 
under  Title  31  generally  applies  to  nonbank  money  transmitters  since  most  issuers  and 
authorized  third-party  vendors  fall  within  the  Title  31  definition  of  "financial  institution." 
While  certain  low  volume  money  order  and  travelers  check  vendors  do  not  qualify  as 
"financial  institutions"  for  Title  31  purposes,  these  entities  are  subject  to  Form  8300  and 
related  reporting  requirements  set  forth  in  Title  26.  In  and  of  itself,  this  regulatory 
distinction  between  authorized  vendors  who  are  Title  31  "CTR  filers"  and  those  who  are 
Title  26  "Form  8300  filers"  poses  a  virtual  compliance  nightmare.  The  distinction  is 
illogical,  counterintuitive  and  difficult  to  explain  to  a  diverse  authorized  vendor  base. 

As  financial  institutions,  non-bank  money  transmitters,  generally  are  subject  to  the 
same  basic  reporting  and  recordkeeping  requirements  as  banks.  However,  Title  31  and 
Title  26  reporting  requirements  impose  a  greater  burden  on  non-bank  money  tranmitters 
than  on  banks  because,  viewed  as  a  percentage  of  sales,  the  costs  of  compliance  with  CTR 
filing  and  recordkeeping  requirements  are  proportionately  greater  for  money  transmitters 
than  for  banks.  Moreover,  unlike  large,  sophisticated  depository  institutions  that  operate 
with  employees  who  handle  financial  transactions  as  their  principal  job,  money 
transmitters  generally  operate  through  a  decentralized  network  of  independently  owned 
small-  to  medium-sized  businesses  (such  as  convenience  stores,  supermarkets, 
pharmacies,  etc.)  that  lack  the  financial  resources,  sophistication  and  administrative 
capabilities  of  a  bank.  Therefore,  even  though  the  average  dollar  amount  of  a  money 
transmitter  transaction  is  likely  to  be  small,  a  vendor's  cost  of  compliance  with  the 
recordkeeping  and  reporting  requirements  is  the  same,  in  absolute  dollars,  as  a  bank's. 
When  those  requirements  are  triggered,  the  authorized  vendor  is  usually  the  principal 
recordkeeper  and  CTR-filer  since  the  vendor  is  present  at  the  point  of  sale.    In  light  of  the 
limited  profit  margins  available  to  vendors  in  non-bank  money  transmission  transactions, 
additional  regulatory  burdens  likely  will  cause  many  such  businesses  to  cease  offering 
these  services  to  the  public. 

CONCLUSION 

As  indicated  above,  non-bank  money  transmitters  provide  a  wide  variety  of  cost- 
effective  financial  services  to  businesses  and  individuals.  The  industry  is  composed  of 
businesses  of  all  sizes,  local,  regional  and  nationwide,  which  cater  to  general  or  specific 
niche  markets.  The  non-bank  money  transmission  industry  continues  to  thrive  because  it 
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offers  consumers  a  cost-effective  alternative  source  of  basic  retail  financial  services  that 
banks  are  not  interested  in  providing  at  competitive  prices.  While  industry-wide  data  is 
unavailable,  there  is  no  doubt  that  the  industry  transmits  a  de  minimis  amount  of  funds 
in  comparison  with  depository  institutions.  Evidence  from  federal  sources  suggests  that 
money  launderers  seeking  to  transmit  large  amounts  of  U.S.  cash  abroad  ship 
undocumented  amounts  of  currency  in  airplanes  to  safe  harbors  like  the  Cayman  Islands, 
or  wire  large  sums  which  are  easily  hidden  in  the  more  than  $800  billion  of  funds 
transfers  consummated  by  banks  each  day.  In  short,  aside  from  unsubstantiated 
anecdotal  tales,  there  has  been  no  evidence  adduced  to  date  by  federal  or  state  officials 
that  the  nation's  money  laundering  problem  is  being  exacerbated  by  the  widespread  use 
of  non-bank  money  transmitters  as  the  conduit  for  illicit  funds.  As  in  any  industry, 
miscreants  probably  exist,  but  the  vast  majority  of  non-bank  money  transmitters,  of 
whatever  size,  are  law-abiding  citizens. 

It  must  be  remembered  that,  unlike  banks,  most  non-bank  money  transmitters 
operate  with  a  network  of  independently  owned,  authorized  third-party  vendors  which 
are  often  small  businesses.  These  vendors  usually  perform  money  transmission  services 
as  an  incidental  and  sporadic  part  of  their  business,  as  a  convenience  to  customers. 
Therefore,  the  goal  of  simplification  and  uniformity  of  state  and  federal  reporting  and 
recordkeeping  requirements  has  been  pursued  by  the  Ad  Hoc  Group  because  it  will  ease 
the  task  of  achieving  compliance  at  the  vendor  level  where  the  majority  of  face-to-face 
transactions  take  place.  In  addition,  Ad  Hoc  Group  members  have  sought  without 
success  from  the  federal  government  educational  materials  in  the  form  of  plain  text 
guidance  that  can  be  circulated  to  front-line  employees  who  must  make  daily  decisions 
about  currency  filings,  recordkeeping,  suspicious  transactions,  emergency  situations,  etc. 
In  short,  imposition  of  reporting  and  recordkeeping  requirements  designed  around  the 
depository  institution  model  fails  to  reflect  the  reality  of  how  transactions  are 
consummated  in  the  real  world  of  non-bank  money  transmission. 

In  conclusion,  it  is  all  too  easy  to  embrace  the  simplistic  theme  that  non-banks  are  a 
significant  problem  in  the  money  laundering  context,  and  that  increased  regulation  of 
such  activities  is  warranted.  It  is  clear  that  increased  regulation  of  the  non-bank  money 
transmitter  industry  cannot  possibly  be  a  panacea  for  the  nation's  drug-related  money 
laundering  ills.  Even  if  all  non-bank  money  transmitters  were  abolished,  it  would  have  no 
measurable  effect  on  the  money  laundering  problem. 

What  is  needed  is  increased  enforcement  activity  against  the  unlicensed  and 
illegitimate  operators  coupled  with  reasonable  regulations  that  are  fine-tuned  to  reflect 
the  realities  of  how  non-banks  operate  rather  than  blanket  imposition  of  rules  designed 
for  depository  institutions.  A  regulatory  scheme  more  attuned  to  the  real-life  world  of 
non-bank  money  transmission  activities  would  be  less  costly  for  the  industry,  would 
achieve  higher  compliance  rates,  and  therefore  would  serve  the  public  interest.  The  Ad 
Hoc  Group,  which  has  been  in  the  forefront  of  the  non-bank  money  transmitter  industry, 
will  continue  its  efforts  to  work  hand  in  hand  with  state  and  federal  officials  to  address 
safety  and  soundness  and  law  enforcement  issues  in  a  responsible  manner. 
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